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Abstract 
 
This internship basically helps Sierra Atlantic to achieve its goal for the 
identification of suitable candidates in UK which can be acquired by the company 
to grow inorganically and expand its business further in UK. 
 
In order to execute the project logically, it has been divided into four logical 
stages focusing on tasks ± market scanning for the potential candidate based on 
6LHUUD $WODQWLF¶V DFTXLVLWLRQ FULWHULD UDQNLQJ WKH FRPSDQLHV EDVHG RQ VFRULQJ
choosing the top 3 companies for financial evaluation, performing non-financial 
evaluation including synergy and barriers.  
 
The acquisition criteria or the filter parameters for scanning the UK is provided 
by Sierra Atlantic based on their acquisition strategy and firm and corporate 
level requirements. Even the ranking system adopted is also suggested by Sierra 
Atlantic. As part of the financial evaluation discounted cash flow and comparable 
methods are adopted, as per Sierra Atlantic request, to estimate the firm value 
of the target companies. For both methods, scenario analyses of different cases 
are applied in order to estimate the true value of target firms. Lastly, a brief 
analysis of synergy and potential barriers acquisitions are identified. 
 
Finally, based on total analysis of the selected candidate firms recommendations 
are made to the client for the appropriate candidate which can be acquired by 
Sierra Atlantic based on their need and requirements. 
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1. Introduction 
The rapid globalisation of business, especially Information Technology, during 
the past decades, has induced companies round the world to search for higher 
competitive advantage which resulted in huge volume of activities in cross-
border Merger and Acquisition (M&A) in marketplace. Once the company decides 
to follow the path of M&As for its growth and goal to achieve competitive 
advantage in the market, leads to the major task of merger and acquisition 
processes for instance defining acquisition criteria, scanning the market for the 
potential candidate company for acquisition, then conducting due diligence 
analysis including the valuation of the firms, synergy possibilities and so on. It 
IXUWKHU OHDGV WR TXHVWLRQV OLNH µ+RZ WR VFDQ WKH ZKROH PDUNHW IRU SRWHQWLDO
FDQGLGDWH"¶ µ+RZ WR YDOXH D ILUP"¶ HWF ZKLFK DUH DFWXDOO\ VRPH RI WKH KXJH
questions that both individuals and organizations have drawn attention to. 
According to Damodaran (1996), business valuation is the actually a process of 
determining how much a company worth or in other words the market price of 
the business. From the past till now, researchers have been finding the answer 
of how to value a firm by constructing various valuation models and checking 
whether or not their valuation models are useful and suitable for predicting the 
market price of the business. In business world, individual companies have their 
own market screening techniques developed and adopted over time and 
experience. Moreover, they follow their own standard tested method of valuation 
and synergy identification as adopted by the market in their industry.  
After successful business of 17 years, Sierra Atlantic, a successful Oracle Service 
Provider, motivated by the idea of inorganic growth by acquisition, now looking 
to expand its business in Europe specially UK. In order to achieve quick growth 
in Europe market, the company is planning to acquire a company with good 
customer database and effective business which can boost Sierra Atlantic image 
and presence. This project basically focuses on performing UK marketing 
scanning based on the acquisition criteria already formulated by the company, 
conducting due diligence including valuation of the firm, synergy possibilities and 
potential barriers to recommend appropriate candidates for acquisition which can 
leverage their business to new horizon. 
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1.1 Company Background and Motives 
Sierra Atlantic is the leader in off shoring enterprise applications and outsourced 
product development. They help customers to optimize their investments in 
enterprise business applications ± Enterprise Resource Planning (ERP), Customer 
Relationship Management (CRM), and Supply Chain Management (SCM) in the 
new oracle economy that includes Agile1, PeopleSoft2, BEA3 and Siebel4 (Sierra 
Atlantic, 2010) and thus a pure Oracle Service Provider. The range of solutions 
provided by the company is shown in figure 1 with deep focus in enterprise 
applications, business process integration & outsourced product development. 
The company has 1925 employees worldwide and over 200 active customers in 
20 countries. The target deal size of projects is between $0.5 to $5 m (Sierra-
Atlantic-Confidential, 2010). 
 
Figure 1: Range of Solutions of Sierra Atlantic  
Source: Sierra-Atlantic-Confidential, 2010 
 
                                       
1
 Products of Agile, a leading provider of product lifecycle management (PLM) software solutions 
2  Products of PeopleSoft, Inc - Human Resource Management Systems (HRMS) and CRM 
3
 Products of BEA Systems, Inc 
4
 Products of Siebel CRM Systems, Inc 
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6LHUUD$WODQWLF¶VPDLQDUHDVRIIRFXVDUHLQWKHIROORZLQJYHUWLFDOVDVKLJKOLJKWHG
in figure 2.  
 
Figure 2: Sierra Atlantic Focus Area  
Source: Sierra-Atlantic-Confidential, 2010 
 
The company has a good hold in software and Gaming vertical and thus they 
want to expand their presence in other verticals especially Banking and Financial 
Services (Sierra-Atlantic-Confidential, 2010). 
Sierra Atlantic headquartered in Fremont, California has a good presence in 
United States, Asia Pacific and Middle East and with growing presence in Europe. 
Sierra Atlantic is planning to follow an acquisition strategy in order to boost 
growth in the European market place (Sierra-Atlantic-Confidential, 2010). 
1.2 Significance of Project 
Currently Sierra Atlantic is active in 5 regions, spanning over more than 8 
countries in Europe. They are as given below (Sierra-Atlantic-Confidential, 
2010)± 
o UK & Ireland 
o Nordics ± Denmark, Norway, Finland & Sweden 
o Benelux ± Belgium, Netherlands & Luxembourg  
o DACH Region - Germany, Austria and Switzerland 
o Southern Europe - France, Spain, Portugal and Italy 
In Europe, Sierra Atlantic has Offices in London, Paris and Lausanne and 
partners in Amsterdam, Oslo and Lausanne, as highlighted in figure 3. As shown 
LQILJXUHFXUUHQWO\DERXWRI6LHUUD$WODQWLF¶VUHYHQXHFRPHVIURP(XURSH
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There is a high level of management attention to grow in this market 
inorganically (Sierra-Atlantic-Confidential, 2010). 
 
Figure 3: Sierra Atlantic in Europe  
Source: (Sierra-Atlantic-Confidential, 2010) 
 
This project will help Sierra Atlantic to identify the potential candidate to be 
acquired based on the strategic analysis and financial evaluation of companies in 
UK in line with Sierra Atlantic business requirements. The acquisition will 
VWUHQJWKHQ WKH FRPSDQ\¶V SUHVHQFHV LQ 8. and add marquee brands to their 
existing customer portfolio. The acquisition will also help to expand their 
business in Banking and Finance, Life science and manufacturing verticals, which 
is one of the future goals of the company. In short, this project will really help 
them in their acquisition decision.  
1.3 Scope of the Project 
The project focuses on deciding potential candidates which can be acquired by 
Sierra Atlantic and expand their business successfully in UK. The project 
basically involves scanning all UK oracle service providers, based on the filter 
criteria as provided by Sierra Atlantic, and short listing top 5 suitable candidates 
of which top 3 companies will be further considered for financial evaluation 
based on their financial data. Finally other non-financial factors, including 
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possible synergies and barrier to acquisition, are evaluated and based on results 
recommendation of potential top 3 candidates for acquisition are made. 
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2. Literature Review 
2.1 Overview: Merger and Acquisition 
Technological change and the force of globalization have shaped a highly 
competitive and dynamic business world where mergers and acquisitions (M&As) 
are increasingly being used to seek competitive advantage and maximize 
shareholders value. Interestingly, the literature review, on the other hand, 
suggests that M&As happens in waves (details in Appendix 7: Merger and 
Acquisitions Review). Whatever, be the reason, merger and acquisitions are a bit 
different to each other from legal standpoint, but they are used interchangeably. 
In market, there are various standard Corporate Finance text books and 
specialized M&A text books which explain the concept of merger and acquisition 
and the difference between the term merger and acquisition. One of such 
standard corporate finance text book by Ross et al (2008) highlights that 
takeover is the more general and imprecise term referring to the transfer of 
control of a firm from one group of shareholders to another which can occur in a 
variety of ways as shown below: 
 
Figure 4: Takeover and acquisition  
Source: Ross et al., 2008, p818 
 
Proxy contests: In proxy contests, a group of shareholders gains control of a 
Board of Directors by voting in new directors. Proxies are solicited by the 
existing board of directors and challengers (Ross et al., 2008). 
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Going Private: In going-private, all the equity shares of a public firm are 
purchased by a small groXSRILQYHVWRUV7KHILUP¶VVKDUHVDUHGHOLVWHGIURPWKH
stock exchanges and can no longer be purchased from open market (Ross et al., 
2008). 
Acquisition: Acquisition occurs between two firms and there are three basic 
legal approaches by which one firm can acquire another firm (Ross et al., 2008): 
 Mergers or consolidation: A merger is basically the complete absorption of 
one firm by another where the acquiring firm acquires all the assets and 
liabilities of the acquired firm and thus after merger it retains its name 
and identity whereas the acquired firm ceases to exist as a separate 
business entity. A consolidation is almost the same as merger except that 
an entirely new firm is created and both the acquiring and acquired firm 
ceases there legal existence and joins the newly created firm. 
 Acquisition of shares: :KHQDILUPVLPSO\SXUFKDVHVDQRWKHUILUP¶VYRWLQJ
shares with an exchange of cash, shares of stock, or other securities. 
7KXV LW¶V DQ RIIHU IURP WKH ELGGHU WR WKH WDUJHW ILUP ZKLFK PD\ EH
directed to the Board of the target firm or it may a tender offer (public 
offer to buy shares). 
 Acquisition of assets: When a firm acquires another firm by simply buying 
most or all of its assets results in acquisition by assets, which 
accomplishes the same thing as buying the company. The target firm may 
not necessarily cease to exist, but it will have just sold off its assets. 
Review of M&As books and literature suggest that financial analysts typically 
classify acquisitions into three types namely horizontal, vertical and 
conglomerate acquisitions.  
 A horizontal acquisition occurs when two firms operate and compete in the 
same line of business.  
 A vertical acquisition is the combination of two firms at different stage of 
production process i.e. in a buyer-seller relationship.  
 A conglomerate merger involves companies which are not related in lines 
of business (Brealey et al, 2008). They do not compete or have a buyer-
seller relationship (Gaughan, 1999). 
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Furthermore, the merger management model (M3) of Lynch & Lind (2002) 
examines two dimensions, disparity and goodwill. Disparity is considered as the 
degree to which two businesses are different, including the elements of 
products, markets, channels, brand, technology, leadership strategy, and 
business model. Whereas Goodwill, which may generate premium in the future, 
involves intangible factors, such as management, culture, customer relationship, 
market knowledge and organizational structure. According to these two factors, 
M&A can be divided into four basic types as shown in figure below.  
1) The stand and hold acquisitions. In this kind of acquisitions, the targets 
have high goodwill and various differences from the acquirers, such as 
industry, product and distribution channels.  
2) The plan and prosper acquisitions. This kind of acquisitions feature high 
goodwill of target and low disparity, that is, lots of similarities between 
the acquirer and the target. 
3) The merge and grow acquisitions. These are the most common and classic 
type with low goodwill and low disparity.  
4) The segment or sell acquisitions. This category of acquisitions is 
characterized by low goodwill and high disparity. As a result, this may be 
the least desirable among the four categories since the knowledge of the 
acquirer has little help to the new business and the target is not 
recommended so much.  
Additionally, it should be noticed that there are few cases falling done to one 
merger type clearly in practice. Hence, it is common that a merger has some 
features of other type (Lynch & Lind, 2002). 
Considering this project, Sierra Atlantic is looking to perform a horizontal 
acquisition following the legal approach of acquisition of shares of the target 
company. 
Since, Sierra Atlantic is looking for a target company with either high or low 
goodwill but low disparity, application of merger management model (M3) of 
/\QFK	/LQGWRWKLVSURMHFWZRXOGFODVVLI\WKHUHVXOWHG0	$DVµ3ODQDQG
3URVSHU¶RUµ0HUJHDQG*URZ¶DFTXLVLWLRQ7KXVWKLVVHFWLRQFODULILHVWKHREMHFWLYH
of Sierra Atlantic with respect to the target companies for this project. 
 
 
18 | P a g e  
Confidential-Sierra Atlantic 
 
Figure 5: Types of M&A in Merger Management Model  
Source: Lynch & Lind, (2002) p8 
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2.2 Overview: Merger & Acquisition Process 
There is another literature focusing more on the process of M&As. It has also 
been observed from literature that the M&A process are described a bit 
differently by different authors. One of the models of M&A process is Watson 
Wyatt Deal Flow Model introduced by Galpin and Herndon (2000) as highlighted 
in figure below.  
 
Figure 6: Merger & Acquisition Process 
 
Accordingly, this model divides the M&A process into five stages namely 
Formulate, Locate, Investigate, Negotiate and Integrate. The first three stages 
generally represent the pre-GHDO SKDVHZKLOH WKH µ1HJRWLDWH¶ LV WKH GHDO SKDVH
DQGµ,QWHJUDWH¶UHSUHVHQWVWKHSRVWGHDOSKDVH7KHLPSRUWDQFHof Watson Wyatt 
model is in the fact that it takes into account the pre-acquisition analysis of 
strategic fit and organizational fit which it very important to M&A process and 
the outcome of it as highlighted in literature (Jemison & Sitkin, 1986). 
Since the model is linear to real world, and the five stages are interdependent 
DQG³FRQFXUUHQWO\HQJLQHHUHGWRSURYLGHWKHULJKWLQSXWDQGWKHULJKWGHFLVLRQDW
WKHULJKWWLPH´*DOSLQ	+HUQGRQSDVVKRZQLQ)LJXUHEHORZ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Figure 7: Watson Wyatt Deal Flow Model in practice 
 
PricewaterhouseCoopers (PwC) suggested a M&A process as highlighted in figure 
below, which resembles the five steps in Watson Wyatt Deal Flow Model (2000) 
with steps being carried out with the same time horizon for the rightly time input 
to the project team. 
 
Figure 8: PwC M&A Process 
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+RZHYHUFRPSDUHGZLWKWKH:DWVRQ:\DWWPRGHO3Z&¶V0	$SURFHVVKLJKOLJKWV
more links between different steps, leading to high coordination of the process 
(Hoang & Lapumnuaypon, 2007). 
This report will mainly focus on some parts of locate and investigate stages of 
the M&A processes of Watson Wyatt Deal Flow Model for this Sierra Atlantic M&A 
Project. Thus, the exact high level requirements of the project are identified with 
the help of Watson Wyatt Deal Flow Model. 
2.3 Market Screening Technique 
As highlighted in the literature of M&A processes, the strength of Watson Wyatt 
Deal Flow Model is in the facts that it considers the pre-acquisition analysis of 
strategic fit and organizational fit which it very important to M&A process and 
the outcome of (Jemison & Sitkin, 1986). Thus pre-deal SKDVH¶V steps viz. 
formulate, locate and investigate are the critical steps for the decision and 
judgement of M&As. The CEO of Euro-Phoenix Financial Advisors Ltd, Les 
Nemethy, highlights that IURPDVWUDWHJLF LQYHVWRU¶VSRLQWRIYLHZLGHQWLILFDWLRQ
of an acquisition targeWPXVW IORZ IURP WKH DFTXLULQJ FRPSDQ\¶V VWUDWHJ\ (Les 
Nemethy, 2010). He also points out that the worse methodology that a strategic 
investor could adopt for identifying the takeover targets is perform ad hoc basis 
acquisitions, which simply will not work. Thus, the strategic investor before 
going for acquisition should have a clear picture of the corporate strategy and 
from such a corporate strategy should flow the acquisition strategy (Les 
Nemethy, 2010). 
With respect to this project, Sierra Atlantic has already developed their 
acquisition strategy depending on their corporate strategy in the form of 
acquisition filter parameters which is used in this project to identify the takeover 
target company. 
Once the business strategy, growth strategy, acquisition criteria are designed 
and developed by the company or firm, next most important steps are to locate 
and investigate the market for the firm which can be acquired. Often, various 
market screening techniques are applied to filter the market to find companies 
to be acquired for the maximum strategic and organizational fit with the 
acquiring company. 
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The financial portfolio management literature suggests that different screening 
techniques are often used where professional investments use techniques to 
identify which investment capital matches well with the respective objectives, 
requirements and preference of their clients and legal guidelines. Thus, a fund 
PDQDJHU KDV WR FRQVLGHU GLIIHUHQW W\SHV RI FRQVWUDLQWV RI ZKLFK ³H[clusion 
FRQVWUDLQWV´LVDQLPSRUWDQWDQGVLPSOHFODVVWRH[FOXGHDVVHWVWKDWGRQRWIXOILO
the necessary criteria for further consideration of the process. Applying such 
client specific constraints to the entire assets globally is the first step in portfolio 
optimisation which helps to a better smaller set for evaluation (Derigs & 
Marzban, 2008).  
One type of investor which is globally present and currently increasing in number 
is the Islamic investor. For an Islamic investor a number of Islamic rules and law 
has to follow and they are called Shariah and stem. The Shariah guidelines are 
mainly defined for equity investments, which may be permissible only if the 
business activities of the issuing firms do not conflict with Shariah. Derigs and 
Marzban (2008), focussed on the study of the identification of these Shariah-
compliant equity investments which is usually obtained by applying a set of 
qualitative screens and quantitative (financial) screens defined by the Shariah 
scholars who supervise the respective Islamic fund or index. 
Qualitative Screening: This method is used to exclude the companies which work 
in specific business area and are non-permissible under Shariah laws (Derigs & 
Marzban, 2008).  
Quantitative screening: After the asset universe is reduced applying qualitative 
screening, in the next step a number of quantitative screening or financial 
methods are used to evaluate and clean further the asset universe of non-
Shariah-compliant assets (Derigs & Marzban, 2008). 
Thus, this standard screening framework which takes into account the Shariah 
guidelines and allows a controlled and understandable classification enriches the 
credibility of Islamic equity products (Derigs & Marzban, 2008). 
With respect to Sierra Atlantic M&A project, a similar kind of qualitative and 
quantitative screening methods will be followed in different stages of the project 
as per the client requirements and decisions of M&A.  
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2.4 Merger & Acquisition: Motives and Targets 
Merger and Acquisition motives and targets are one of the important topics in 
literature of M&As. The literature review in this area indicates that the 
motivating factors attached to M&As actually changes over time. Sorenson 
(2000) highlights that a generally accepted opinion is that the motivating factors 
of 1990s merger movement are different as compared to the earlier ones in 
1960s or 1970s-1980s. For instant, Grinblatt & Titman (2002) describes the 
1960s and 1970s as the period of conglomerate acquisitions mainly motivated 
by financial synergies, taxes, and incentives; the 1980s as one of financial 
acquisitions motivated by taxes and incentive enhancements; and the 1990s as 
a period in which strategic acquisitions motivated by operating synergies became 
progressively more important. 
In simple term there are probably as many motives and targets for merger and 
acquisition as there are bidders and targets in the market (Mukherjee, Kiymaz, & 
Bake, 2004). It is often useful to group the motives of M&A transactions into 
various categories. Trautwein (1990) suggest a number of merger motives 
theories including efficiency, raider valuation, monopoly, empire-building, 
process, and disturbance theory. Berkovitch & Narayanan (1993) recommend 
three foremost motives for takeovers: synergy, agency, and hubris. Other 
motives include diversification, growth, management incentives, tax 
considerations, breakup value and purchase of assets below their replacement 
cost. 
Thus, broadly speaking after reviewing the literature the motives of M&A can be 
categorized as shown in figure below: 
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Figure 9: Motives & Targets of M&A  
Source: Self-Created 
 
Growth: 
One of the literatures of M&A suggests that a company can grow internally or 
externally while focusing on their own industry. In general, both internal and 
external growths are recommended for familiar new business (Roberts & Berry, 
1985). It is more risky to grow internally than externally because the firm needs 
to handle a number of problems, such as new regulation, different culture and 
recruitment of new groups (Gaughan, 1999). Moreover, as highlighted by Porter 
(1980) that companies are more prone to industry¶s barriers, if they decide to 
grow internally and thus needs to achieve a competitive advantage to sustain in 
the market. In contrast to internal growth, M&A provides an effective external 
alternative to firms to take advantage of faster growth (Gaughan, 1999). 
Diversification is one of the ways of FRPSDQ\¶V growth externally. Grinblatt & 
Titman (2002), suggest that purely diversifying takeovers can result both 
advantages and disadvantages. One of the most common advantages of 
GLYHUVLILFDWLRQ LV WKDW ORZHULQJ WKH ILUP¶V VWRFN ULVN ZLOO LQFUHDVH WKH ILUP¶V
attractiveness to investors and which in turn redXFHVWKHILUP¶VFRVWRIFDSLWDO
Diversification may also boost the flexibility of the firm, reduces the chance of 
bankruptcy, allows the firm to use its organization effectively, avoid information 
troubles inherent in an external capital market by using internal allocation of 
M&A 
Motives 
and 
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Growth
Synergy
Hubris
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resources, and increase the difficulty of competitors uncovering proprietary 
information. 2Q WKH RWKHU KDQG 0	$ FDQ GHVWUR\ YDOXH LI ILUP¶V PDQDJHUV
misallocate capital by financing unprofitable business lines.  
A lot of attentions have been given to the empirical work focusing on how 
corporate diversification affects shareholders value. Martin & Sayrak¶V (2003) 
survey can be reviewed to understand the recent development in the literature 
on corporate diversification and shareholder value. Servaes (1996) suggests that 
WKH PDUNHW¶V RXWORRN WRZDUGV GLYHUVLILFDWLRQ DFWXDOO\ GHSHQGV RQ WKH SHULRG
considered. For the period 1960s and 1980s, he discovers diversification 
discounts or penalties but not for 1970s. Since 1990s, the current idea among 
financial economists has been that the diversified firms sell at a discount or 
penalties relative to the total of the imputed values of their business segments. 
A group of literature highlights that the discount concept on diversified firms 
implies the destruction of value from diversification. Various empirical research 
carried out by Morck, Shieifer, & Vishny (1990), Lang & Stulz (1994), Berger & 
Ofek (1995), Walker (2000), and Lamont & Polk (2002) highlights that 
diversification connected acquisitions may be value reducing.  
On the other hand, there is a recent group of literatures and their recent 
empirical analysis favors diversification and argues that it does not destroy 
value. For example, Campa & Kedia (2002) and Villalonga (2004) followed 
different statistical techniques and demonstrated that the documented discount 
on diversified firms vanishes after reducing the selection bias accurately.  
In a recent survey of CFOs conducted by Mukherjee, Kiymaz, & Bake (2004); 
about 22.7% of their respondents agreed with the idea that diversification is not 
a justifiable motive for merger. On the other hand, a majority (77.3%) of 
respondents trust that diversification can be a good reason to merger. The 
outcome of importance of the benefits of diversification though this survey was 
inline with the new stream of research by Campa and Kedia (2002) and 
Villalonga (2004). 
Macro-economic factors: 
Another view of M&A literature tries to explain the M&A activities by 
macroeconomic changes. In this regard the Economic Disturbance Theory of 
Gort (1969) which attempts to explain the M&A activities by macroeconomic 
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changes is well know. This theory suggests that since investors have different 
sources of information and different methods to assess this available 
information, they possess different expectations as to the true value of the 
stock. When such discrepancy are FKDUDFWHUL]HGE\KLJKHUYDOXDWLRQRIDILUP¶V
assets by non owners than by owners, then the difference in valuation lead to 
merger activities, and vice-versa. 
The work of Yagil (1996) in US market, also suggest that there is a relationship 
between merger activities and macro-economic factors in US. The macro-
economic factors basically include the investment level and the interest rate in 
the economy. The results suggest that the macro-economic factors closely affect 
mergers, and it does not matter whether they are motivated by operating or 
financial synergies.  
There is another stream of researchers who actually questions the relationship 
between mergers and macro-economic factors. One of the researchers, 
Trautwein (1990, p290) actually points put the weakness of economic 
disturbance theory and suggest that it does not GLVFXVVDERXW µthe institutional 
framework for mergers¶HVSHFLDOO\DWPDFUR-level. Trautwein provides the classic 
example of oil crisis of 1970s which actually did not activate a merger wave in 
contrast to the one in late 1960s which is not related to large economic 
disturbances. He further argues that Gort has also not provided enough 
explanation about how disturbances influence investors. Lastly, Trautwein 
argues that the merger of 1960s is out of sector pattern whereas the merger 
activities can only be observed in some sections like food or oil industries. 
Werner & Thompson (1992) also suggest that mergers are not related to macro-
economic factors like recession and bankruptcy and they occur in almost all 
industries. In short, it is a bit controversial whether macro-economic factors 
affect merger activities.  
Hubris: 
Some of the literature on M&A focuses more on the Hubris or the pride of the 
managers of acquirer firm as the reason for corporate takeovers. Roll (1986) in 
his article proposes hubris of the managers of the acquirer as an explanation of 
acquisition and describes the hubris hypothesis as ³GHFLVLRQPDNHUVLQDFTXLULQJ
ILUPV SD\ WRR PXFK IRU WKHLU WDUJHWV RQ DYHUDJH LQ WKH VDPSOHV´ EHFDXVH WKH
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managers acquire firms for their personal motives (Roll, 1986:212). This 
hypothesis thus explains the overpayment to the targets, i.e. even if there is no 
cumulative net gain from the takeover, still the acquirer managers are likely to 
make a bid DVWKH\GRQ¶t act as rational economic individuals. 
Hayward & Hambrick (1997) findings are also consistent with hubris hypothesis. 
It has also been highlighted WKDWWKH&(2¶VKXEULVKDVSRVLWLYHUHODWLRQVKLSZLWK
the size of the premiums. $V D UHVXOW ³WKHUHZLOO EH ]ero correlation between 
target and total gains, since target gains are merely a transfer of wealth from 
DFTXLUHUV´%HUNRYLWFK	1DUD\DQDQSFigure below highlights the 
different sources of hubris, namely WKH&(2¶s recent performance, media praise 
IRU&(2DQGWKH&(2¶s self-importance. 
 
Figure 10: Model of the role of CEO hubris in large acquisitions  
Source: Hayward & Hambrick (1997) p.111 
One of the theories, the empire-building theory, which is supported by most 
evidence, suggests that managers execute mergers just to maximize their own 
interest rather than maximizing their shareholders wealth. However, the result is 
subject to either - limited evidence or too wide conception of empire-building 
which holds various merger explanations (Trautwein, 1990). 
Synergy: 
Although the motivation factors differ from one merger or acquisition to another 
but the most common success measure of a merger is the increased value of the 
combined firm. Considering this factor synergy stands out the most reasonable 
and acceptable motive of M&A. Damodaran (2005, p.3) in his article defines 
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synergy as ± ³Synergy is the additional value that is generated by combining 
two firms, creating opportunities that would not been available to these firms 
RSHUDWLQJLQGHSHQGHQWO\´ Eccies, Lanes, & Wilson (1999) highlight the source of 
synergies as cost savings, revenue enhancements, financial engineering, tax 
benefits, and process involvements. Goold & Campbell (1998) suggest six forms 
of synergy including shared tangible resources, shared know-how, pooled 
negotiation power, vertical integration, coordinated strategies, and combined 
business creation. Thus, after reviewing literature and textbook the important 
forms of synergies can categorized as shown in figure below. 
                 
Figure 11: Synergy  
Source: Diagram self-created 
 
 Revenue gains 
One of the important reasons for M&A is the idea that the combined firm may 
generate greater revenue than the two firms separately. This increase in 
revenue may be generated from marketing gains, strategic benefits and 
increase in market power (Ross, Westerfieldh, & Jordan, 2008). 
o Marketing Gains 
It has been observed that M&A often produce better operating 
revenues from a strong marketing team of a bidder. They might 
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revitalise a dull campaign in the bid for the firm (NUBS MBA Corporate 
Finance Notes, 2010). Moreover, the merged company will use the 
existing marketing techniques and capabilities of the acquired firm and 
all duplicate teams and departments are removed.  
 
o Strategic benefits 
Researchers often highlight that getting the strategic rationale right is 
the main idea of M&A. Moreover, the researchers also distinguish the 
scale based mergers from synergic mergers and suggest that scale 
based merger depend mostly on the financial data whereas synergistic 
mergers depends on a number of other factors including the vision of 
both companies (Lazarevic, 2003). It could be considered as an 
opportunity to benefit from the competitive environment and enhance 
the flexibility of the management in view with WKH FRPSDQ\¶V IXWXUH
operations (Ross, Westerfieldh, & Jordan, 2008). Moreover, it can be 
used as an option to enter into new market by combining the 
technology of a firm with another (NUBS MBA Corporate Finance 
Notes, 2010).  
 
o Market power 
M&A may result to the increase in the market share and market power 
of the acquiring firm by removing a competitor from the market. This 
may allow great control over the pricing in the market. Thus, profits 
are enhanced through higher prices and reduced competition for 
customers. But government may interfere such M&As which reduces 
competition in the market (Ross, Westerfieldh, & Jordan, 2008). 
0RUHRYHU WKH DFTXLUHG FRPSDQ\ FDQ FURVV VHOO RQH ILUP¶V SURGXFW WR
RWKHUILUP¶VFXVWRPHUDQGYLFH-versa. 
 
 Cost reductions 
One of the most common reasons for M&A is the concept that a combined 
firm can attain a greater operating efficiency than two separate firms. It can 
be achieved from the points as given below. 
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o Economies of scale 
It has been highlighted in most of the Economics textbooks that if the 
average cost of production decreases as the scale of production 
increases the economies of scale exits as shown in figure below. 
Similarly, when two firms merge though the size of the firm becomes 
bigger but the operating and capital cost per customer would be much 
lower (Ross, Westerfieldh, & Jordan, 2008). In general, mergers in 
manufacturing companies may decrease the unit cost as a result of 
efficiently utilizing the fixed input. 
 
Figure 12: Economies and diseconomies of scale  
Source: Gaughan (1999) p122 
o Co-ordination of activities 
M&A also helps in the better stock management once the acquisition 
brings several stages of production together (NUBS MBA Corporate 
Finance Notes, 2010). This kind of acquisition is generally performed 
through vertical or horizontal integration. This logic explains why for 
example airline companies have purchased bus, car or hotel 
companies. 
 
o Complementary resources 
When the acquirer company has some unique resources which can be 
WKHQH[SORLWHGZLWKLQWKHWDUJHW¶VFRPSDQ\0	$FUHDWHKXJHYDOXHIRU
WKHDFTXLUHUV&DSURQ	3LVWUHFRQFOXGHWKDW³ZKHQWKHVRXUFH
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of synergies reside with the target, the market is likely to allocate the 
full gains to the target because of competition between potential 
DFTXLUHUV´Sometimes under-utilised physical capacity can be shared 
with another firm to achieve 100 percent utilisation of resources. 
o Removing inefficient management 
As a result of M&As, most of the time the acquiring management 
changes the management of the acquired firm. Thus, if a firm is 
looking to change the mindset of the management, which is sometimes 
impossible without following the path of merger and acquisition, they 
go for M&A (NUBS MBA Corporate Finance Notes, 2010). Even 
duplicate department and operations are removed and staffs often 
made redundant. 
 
 Cost of Capital reductions 
A financial saving can be genuinely realized if merged firms can make fewer, 
larger security issues. The Corporate finance textbook by Brealey, Myers, & 
Allen (2008) highlights that when two firms merge then the combined 
company can borrow DWDORZHULQWHUHVWUDWHWKDQWKHLQGLYLGXDOILUP¶VFRXOG
do seperately, in a well-functioning bond market. 
 Taxation based gains 
Another important financial synergy which can be achieved through M&A is 
tax gains. It can be achieved by taking advantages of tax laws, while 
acquiring a target firm to write up its assets or by the utilization of net 
operating losses to shelter income. Thus, when a profitable firm acquires a 
firm with losses, utilizes the net operating losses of the losing firm to reduce 
its tax burden. On the other hand, if firm manages to increase its 
depreciation after acquisition will enjoy low taxes and increase its value 
(Damodaran A. , The Value of Synergy, 2005). 
Moreover, when two firms merge, their turnover and cash flows may become 
more stable, predictable and less risky. This may help them to borrow more 
PRQH\WKDQ LQGLYLGXDO ILUP¶VFDSDFLW\ZKLFKallows further tax benefits and 
manifest itself as a lower cost of capital of the combined firm (Damodaran A. 
, The Value of Synergy, 2005). 
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Other Motives for M&A 
The literature review sometimes highlights other potential motives of M&A as 
capturing international brand names, Aspiration of global leadership and so on. 
For instance, TATA Group in recent years started acquiring companies with 
international brand names like Jaguar, Land Rover, Tetley, Daewoo and so on 
(Kedia, Mukherjee, & Lahiri, 2006) with the view of capturing international brand 
names and aspiration of global leadership. 
Another set of literature which highlights the most widely used rational for M&As 
is to create operating and financial synergy and identify target companies 
accordingly'DPRGDUDQLQKLVDUWLFOHµ7KHYDOXHRI6\QHUJ\¶FDWHJRUL]HV
synergy into two groups as shown below. 
 
Figure 13: Synergy Groups  
Source: (Damodaran A. , The Value of Synergy, 2005) 
Operating synergies relates to the operations whereas financial synergies relates 
to the financial part of the combined firm each of which includes components as 
highlighted in figure above. Damodaran (2005) also highlights that each type of 
synergy can affect different inputs of valuation and figure below summarises the 
inputs that are most likely to be affected by each type of synergy and the 
corresponding effects on value. 
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Figure 14: Synergy and Value 
Source: Damodaran A. , 2005 
Only synergies, e.g. economies of scale could direct to such return on 
investment to justify M&A. In general synergy is defined in such a way that the 
value of the combined firm C exceeds the collective values of the separate 
entities. The total synergy value resulting from a merger equals the difference 
between the combined firm value and the sum of each individual firm value 
(Lenz, 2008). 
                                      ?௖଴ ൐ ?஺଴ ൅ ?஻଴                                 (1) 
            ?௖଴ ൌ ?஼଴ െሺ ?஺଴ ൅ ?஻଴ሻ                           (2) 
 
Where, 
  ?௖଴ = Value of the combined firm AB in period 0,  
  ?஺଴= Value of firm A in period 0,          
  ?஻଴= Value of firm B in period 0, 
  ?௖଴= Value of synergy in total in period 0; 
Thus, a company can target only those firms of the market for acquisition which 
has the potential to create synergy and benefit the company in the long run. 
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A good understanding of the strengths and weaknesses of corporate systems of 
firm A and B business processes helps to identify the potential synergy effects 
which can help to develop the vision for the future performance of the firm C. 
Thus the primary focus must be on business processes as a key indicator for the 
ability of an organization to deliver its products or services in a timely and 
efficient manner. Any business process includes three key dimensions (Lenz, 
2008): 
o Human Resource, the most intangible corporate asset 
o Technology, and  
o Organisation, corporate business processes are embedded in a peculiar 
corporate organization characterized by hierarchy levels, decision making 
lines, functions and culture. 
³,GHQWLILFDWLRQ RI V\QHUJ\ LQ D PHUJHU EHJLQV ZLWK FRPSDULQJ VLPLODU EXVLness 
processes of firms A and B. Subsequently, analyze the efficiency, strengths and 
weaknesses of each corporation and finally adopt the superior technology, the 
better organization or the better trained human resources. Furthermore 
identification of synergy implies "Reengineering of business processes" as it 
FRPELQHVDQGRUJDQL]HVJLYHQUHVRXUFHVLQDQHZZD\WRUHDOL]HDQDGGHGYDOXH´
(Lenz, 2008, p.10). 
Another literature of M&A highlights the takeover targets of M&A and highlighted 
that when a company is planning to acquire, merge or takeover another 
company, the analysts investigating potential targets generally go through a 
rigorous process which involves looking at brand strength, strategic fit, 
FRUSRUDWH FXOWXUH DV ZHOO DV PHDVXUHV RI HDFK FRPSDQ\¶V financial strength. 
Fortunately many companies hold strong brands, retain a base of loyal 
customers and are profitable (Money-Zine, 2009). 
The literature review highlights different potential motives and targets of M&As, 
and tries to adopt them during different stages of this project.  
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2.5 Is synergy the important motive of M&As? 
Early literature of M&A had thinking that related acquisitions have a better 
chance of success. But relatedness, only by itself, does not generate abnormal 
returns for acquiring companies. Synergy is the most important factor that leads 
to success and abnormal returns (Lazarevic, 2003).  Barney (1988) in his 
research proves that: 
³« 6\QHUJLVWLF FDVK IORZV VWHPPLQJ IURP UHlatedness will lead to abnormal 
returns for shareholders of bidding firms when those cash flows are private and 
XQLTXHLQLPLWDEOHDQGXQLTXHRUXQH[SHFWHG´ 
Moreover, there are several empirical studies that support the importance of 
synergy as main merger motive. For instance, Bradley, Desai, & Kim (1988) 
reports that the combined value of the acquiring and target firms increases by 
an average of 7.4% just by virtue of a successful tender. Berkovitch & 
Narayanan (1993) also confirms that synergy is the principal motive in M&As 
with positive total gains. In 1998, Maquieira, Megginson, & Nail inspect about 
260 pure stock-for-stock mergers occurring during the period 1963 to 1996. 
Their document suggests that generally there is a significant net synergic gain in 
non-conglomerate mergers whereas insignificant net gains in conglomerate 
mergers.  
Houston & Ryngaert (1996) highlights cost cutting, revenue enhancement, and 
risk reduction forms of synergy as the possible factors of successful acquisitions; 
with cost cutting being the most significant from the banks M&A point of view, 
WKRXJKPRVWEDQNV0	$GRQ¶WDGGYDOXHWRWKHacquiring bank's shareholders. In 
order to test the synergy hypothesis for cross-border acquisitions, Eun, Kolodny, 
& Scheraga (1996) carried out a study of a sample of foreign acquisitions of US 
firms for the period 1979 to 1990. They also concluded with the fact that cross-
border takeovers are generally synergy-creating activities. Kiymaz & Mukherjee 
(2000) also finds synergistic benefit as the prime benefit resulting from country 
diversification. Again, Seth, Song, & Pettit (2000) brings the same fact that 
synergy hypothesis is the predominant explanation for their case study of 
foreign acquisition of US firms. Mulherin & Boone (2000) carried out a study to 
understand the acquisition and divestiture activity of a sample of 1305 firms 
from 59 industries of period 1990-1999. Their study also brings the fact that the 
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symmetric, positive wealth effects for M&As and divestitures are consistent with 
the synergistic explanation. Another survey conducted by Mukherjee, Kiymaz, & 
Bake (2004) of US company CFOs suggests that about 92% of the results 
indicates that their firms are directly or indirectly involved to synergy-related 
mergers and the most important source of synergy identifed as operating 
economics by 89.9% of the respondents.  
Thus based on all these surveys and finding by researchers indicates whole 
heartedly that knowingly or unknowly synergy is difinately the most important 
motive of M&As and must be considered while identifying the takeover targets. 
 
2.6 Is Strategic fit, an important factor for identifying 
takeover targets? 
Apart from synergy, another approach of defining strategic fit is the need of 
highly matching goals between the merging and the acquiring firms (Das & 
Teng, 2000). In simple terms, it basically indicates that firms need to have 
things in common in order to make M&A work successful including a great 
PDWFKLQJRIILUP¶VDLPThus, considering the above definition, the presence of 
strategic fit, what we all say a match or fit, is the prerequisite that should be 
identified in the target firms in order to achieve a successful result of M&A. In 
absence of strategic fit, the set goals of the firm will be hard to achieve leading 
to the failure of M&A.  
Considering the strategic fit, Shelton (1988) classifies the acquisition as 
highlighted in figure below. The term related-complementary fit includes vertical 
integration whereas related-supplementary fit includes horizontal integration as 
highlighted in earlier section of literature review. The main advantage of related-
complementary is that it brings new assets, products or skills for the products 
market whereas related- supplementary provides the acquirer access to the new 
customers and market instead of new assets and products. 
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Figure 156KHOWRQ¶V6WUDWHJLF)LWEHWZHHQ7DUJHWDQG$FTXLULQJ&RPSDQ\ 
Source: Shelton (1985) 
Thus, related-complementary fits provides opportunity to strengthen the market 
position by enhancing service to existing customer with new products and 
improved technology. On the other hand, related-supplementary fits expansion 
to new market and to serve new customers (Shelton, 1985). 
Moreover, strategic fit in terms of synergy as highlighted above, together with 
the motives of M&A of the company contribute to indentify the takeover targets. 
With respect to Sierra Atlantic, the company is looking to consider the related-
supplementary fit more in order to enter the UK market for new customer. It will 
be an added advantage if a target is identified satisfying the related-
supplementary strategic fit with added skills of oracle product in which the 
company is not strong enough.  
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2.7 Success and performance 
$FFRUGLQJ WR +D\ZDUG¶V ZRUN  WKH DFTXLVLWLRQV WKDW WHQG WR EH PRUH
successful are between the companies are the ones that are more or less similar 
in EXVLQHVVIHDWXUHVDQGVL]HWRRQHDQRWKHU³«QRWKLJKO\VLPLODURIGLVVLPLODUWR
RQH DQRWKHU´ 0RUHRYHU LI WKH SULRU DFTXLVLWLRQV GRQH E\ WKH FRPSDQ\ ZHUH
with small losses or no high gains or high losses then the next acquisitions have 
a better chance of success.  Lastly, the acquisitions timing also matters and it 
VKRXOGEHVXFKWKDWDFTXLVLWLRQVDUH³QRWWRRWHPSRUDULO\FORVHWRRUGLVWDQWIURP
WKHIRFDODFTXLVLWLRQV´+D\ZDUG$FFRUGLQJWRWKHDXWKRU¶VRSLQLRQWR
12 months of acquisition interval have larger benefits. The author results are 
closer to evolutionary thinking that firms benefit from variety of experience, 
experimenting and temporal rhythms (Brown & Eisenhard, 1997). 
Most common definition of successful merger, given in most finance textbooks, 
is when the post merger value of the integrated company is higher than the sum 
of the paid acquisition price for the acquired company and the values of the 
acquiring company prior to the merger. Assuming firm A like to merge with firm 
B, then the success could be defined as follows (Lenz, 2008): 
        ?௖଴ ൐ ?஻଴ ൅ ?஺଴                                  (3) 
 
Where  ?௖଴ = Value of the combined firm AB in period 0,  ?஻଴ = Acquisition price for 
the firm B in period 0,  ?஺଴ = Value of firm A in period 0. 
The advantage of defining success in this way is the application of well-known 
investment criteria e.g. net present value. The sum of acquisition price and the 
firm Value A can be considered as payout in period 0 whereas the value of the 
combined firm C can be considered as the future return on investment (Lenz, 
2008). 
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Majority of research and studies suggest that acquirers underperformed market 
especially after M&A. Since there are a number of different ways to measure the 
performance of a company the issues of underperformed is not resolved 
completely. A number of research has been conducted to analyze the post 
merger performance of the acquiring company and accordingly Agrawal and 
Jaffe (1992) conclude that the acquiring companies under-perform for about 
10%, in average, during the five years after the merger.  However, they also 
highlight that this question is not totally resolved.  
In High tech industry, companies recently (2000s) are focusing more on M&A. 
The acquisition result in this industry is also mixed. According to a study in 
1999, that encompassed 24 companies in their execution of 53 acquisitions, 11 
acquisitions were considered successful by all sides, 9 were failures and 
remaining 33 provided mixed results (Chaudhuri & Tabrizi, 1999). Researchers 
suggest that companies should understand their own capabilities and then 
identify what capabilities the companies really need and finally decide on 
acquisition strategy (Chaudhuri & Tabrizi, 1999). The Chinese strategist Sun Tzu 
discussing military strategy which applLHV ZHOO WR EXVLQHVV VWUDWHJ\ ³.QRZ
yourself, know your enemy - KXQGUHGEDWWOHVKXQGUHGYLFWRULHV´(Lenz, 2008). 
In another article by Duncan & Mtar (2006) highlights a model of success factors 
in Cross-Border Acquisitions and is given below: 
 $FTXLULQJ)LUP¶V3UHYLRXV$FTXLVLWLRQ([SHULHQFH 
 Strategic Fit 
 Focus On Core Business 
 Cultural Fit 
 Integration Process 
They also concluded that a greater emphasis must be given to international 
acquisition than domestic because of different other factors which need to be 
addressed for the international acquisition (Duncan & Mtar, 2006). 
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2.7.1 Resources in M&A Success 
There is another literature of M&A where researchers focused more on the 
resources in M&A. Cording, Christmann & Bourgeois in 2002, tried to explore the 
attributes of specific resources analyzing the valuation and post-merger 
LQWHJUDWLRQ %DUQH\  GHILQHV UHVRXUFHV DV ³«DOO DVVHWV FDSDELOLWLHV
organizational processes, firm attributes, information, knowledge, etc., 
controlled by a firm that enable the firm to conceive of and implement strategies 
WKDW LPSURYH LWV HIILFLHQF\ DQG HIIHFWLYHQHVV´ %DUQH\  S 1RZ WKH
resource characteristics that that make valuation and/or integration particularly 
treacherous are summarized in Table below (Cording, Christmann, & Bourgeois, 
2002). 
Table 1: Enigmatic Resource Characteristics 
(Cording, Christmann, & Bourgeois, 2002) 
 
The emphasis of resource-based view (RBV) on resource rarity, value, 
heterogeneity and inimitability (Barney, 1991), the RBV has the potential to 
assist understanding of the valuation and integration problems that arise in a 
merger or acquisition (Cording, Christmann, & Bourgeois, 2002). 
The research of Coding, Christmann & Bourgeois concluded that:  
³$FTXLUHUV ZKR DUH WDUJHWLQJ ILUPV WKDW H[KLELW D UHODWLYHO\ ORZ GHJUHH RI
enigmatic resource characteristics in both valuation and integration (i.e., 
valuation and integration are relatively easy) should gain comfort that the 
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WUDQVDFWLRQ¶V SUREDELOLW\ RI VXFFHVV LV UHODWLYHO\ KLJK´ &RUGLQJ &KULVWPDQQ 	
Bourgeois, 2002, p.29). 
Moreover, it also highlighted that emphasis on due diligence should be given and 
the difficulties of integration process should be managed with caution. Finally, 
targets that represent difficulties in both valuation and integration should be 
avoided. Figure below highlights the conclusion in 2x2 matrixes (Cording, 
Christmann, & Bourgeois, 2002). 
 
Figure 16: Ease of Integration Vs Ease of Valuation  
Source: (Cording, Christmann, & Bourgeois, 2002) 
 
2.7.2 Organisation Culture in M&A Success 
Srilata, Schomaker, & Genc (2003) highlights that cultural incompatibility 
between the acquring and target firm plays a very significant role in the success 
of M&AVDQGH[SODLQVZK\0	$RSHUDWLRQVIDLOWRDFKLHYHLW¶VSUH-defined goals. 
As highlighted by many researchers, for instance Larsson & Finkelstein (1999) 
and Haspeslagh & Jemison (1991) in Srilata et al. (2003), that organisational 
integration can lead to synergy creation and a successful M&A. Irrespective of 
how similar the corporate cultures of two firms, it may be very difficult to 
integrate firms than thought of, because M&A of equals assume equality which 
however in reality does not always occur. It is very likely that in every decision 
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organisations can trump each other creating confusion over who is handling 
what job areas of the process (Srilata et al., 2003). 
7KHFXOWXUDOPLVPDWFKFRXOGDOVROHDGWRFOLQJLQJUHJDUGLQJHDFKRWKHU¶VSHUVRnal 
cultural and identity. Often the acquired firm resist any new cultures and identity 
within the acquired firm. Salk & Shenkar (2001) discovered that national social 
identities were the dominant sense-making vehicle and plays an important role 
in integration process, where identification is drawn from the nationality of team 
members or from organization affiliations. Moreover, organisation mergers lead 
to large-scale layoffs, with a high probability to inspire the lower levels of 
identity (Srilata et al., 2003). 
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2.8 Valuation of Company 
In practice, valuing a company is very subjective. A number of articles and 
books have been written to explore the literature of this subjectivity. These 
articles highlight a wide range of valuation techniques and methods ranging from 
simple to sophisticated, to determine a fair value for the potential acquisition 
candidate. These methods despite sharing the common characteristics often 
produce differing values with their unique assumptions. These methods broadly 
fall under three categories (Lenz, 2008): 
 Asset oriented approaches 
 Income oriented methods ± Discounted Cash Flow (DCF) is the most 
common approach. 
 Methods based on multiples and ratios. 
Hall (2003) in his article also suggests the same three different methods. 
³7KUHH GLIIHUHQW PHWKRGV DUH XVHG ZKHQ HVWLPDWLQJ WKH YDOXH RI D
business: the comparable-companies method, a discounted future 
earnings method, and an asset method. The comparable-companies 
method involves finding publicly traded companies most like the one being 
appraised and assigning a similar price-to-earnings ratio derived from the 
comparable companies to the earnings of the company being appraised. 
Premiums and discounts are then applied to account for differences in 
such things as minority versus control value, price to-earnings ratios 
across different sized firms, etc. The discounted future earnings method 
involves estimating future earnings and calculating the present value of 
that future earnings stream. The asset method involves estimating the fair 
YDOXHRIWKHDVVHWVDQGOLDELOLWLHVRIWKHFRPSDQ\´+DOO 
Over the years, researchers have found the increasing use of DCF models in 
various decision-making situations of a corporation. Most recent evidence of this 
usage is presented by Trahan & Gitman (1995), Bruner et al. (1998), and 
Graham & Harvey (2001). For instance, Graham & Harvey (2001) carried out a 
comprehensive survey to analyze the current practice of corporate finance and 
found that most companies in the market actually follow the academic theory 
and adopt DCF techniques to evaluate their capital budgeting projects.  
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DCF analysis requires forecasting post merger cash flows associated with the 
company and estimating a discount rate to apply on these projected cash flows. 
Since accurately estimating the IRUHFDVWLQJ WKH FRPSDQ\¶V FDVK IORZ DQG
choosing the correct discount rate are the most difficult task. Some 
controversies exist in literature and among various researchers over the 
appropriate discount rate to be used in the DCF method. Rappaport (1986) 
VXJJHVWWKDWZKHQWKHWDUJHW¶VULVNLVVDPHDVWKHDFTXLUHU¶VULVNDFTXLUHU¶VFRVW 
RI FDSLWDO LVRQO\DSSURSULDWH WRGLVFRXQW WKH WDUJHW¶V FDVK IORZV2Q WKHRWKHU
hand, Marren (1993) suggest to use weighted average cost of capital (WACC) of 
the target firm, considering a given capital structure of the target firm. But 
Brigham & Ehrhardt (2002) recommends that the most appropriate discount rate 
LV WKH WDUJHW¶V ILUP FRVW RI HTXLW\ DQG QRW WKDW RI WKH DFTXLULQJ RI WKH
consolidated post-merger firm. However, there exists some consensus that the 
DSSURSULDWHGLVFRXQW UDWH LV WKH WDUJHW¶V FRVW of equity, when the cash flow of 
target firm is estimated as equity cash flows (Mukherjee, Kiymaz, & Bake, 
2004). 
Among the models for calculating the cost of equity capital, two popular models 
are the capital asset pricing model (CAPM) and arbitrage pricing theory (APT). 
But the CAPM of Sharpe (1964), Lintner (1965) and Mossin (1966) as reported 
by Graham and Harvey (2001) is used as an ex ante model, which means that it 
is used to make point estimation for the future return. Thus, CAPM is the 
considered as the predominant model for estimating the risk associated to an 
asset (Vélez-Pareja, 2005). Moreover, the basic inputs of standard CAPM are not 
constant and managers often confronted by three major problems: the market 
risk premium must be estimated, an appropriate risk-free rate must be chosen, 
and the beta of the firm must be determined (Ang & Liu, 2004). 
There are various surveys which provide evidence about techniques in the 
market to value a target firm. For instance, Baker, Miller, & Ramsperger (1981) 
indicate that firms mostly apply DCF analysis to determine the takeover target 
firm values. Even, Mohan et al. (1991) concludes that managers place special 
importance on DCF and market value approaches as compared to other 
alternative techniques. 
Similarly, another well know method often employed by practitioners to value a 
target firm is market multiples analysis. This method required applying a 
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market-determined multiple to EBITDA, net income, earnings per share and 
other measures. It actually helps when there is no comparable company found in 
the market to find the firm value. It does not have any sound theoretical 
background 
An empirical study carried out on a sample size of more than 700 firms engaged 
in acquisitions during 1990-2001 highlights that the Discounted Cash Flow 
method is most the preferred approach for valuation (49.3%), followed by 
33.3% for the combination of Discounted Cash Flow approach plus Market 
Multiple Analysis. Thus, almost 83% of the acquiring firm uses DCF model to find 
the target firm value. Though the survey did not inquire explicitly about the use 
of Asset Oriented Approaches, but only 5% of respondents indicated having used 
additional methods (Mukherjee, Kiymaz, & Baker, 2004). 
Focusing in IT industry, there was a couple of attempted high-profile takeovers 
during 2008-2009 which highlights how attractive these companies were to their 
suitors. In Feb 2008, Microsoft tried to acquire Yahoo and attempted to 
QHJRWLDWH D GHDO ZLWK WKHP 0LFURVRIW¶V RIIHU WUDQVODWHG QHDUO\ <DKRR¶V VWRFN
price to $30 per share from $20 per share, leading to 50% premium to 
VKDUHKROGHUV,QWHUHVWLQJLQ$SULOZKHQ<DKRR¶VVWRFNKDGIDOOHQWRDURXQG
SHUVKDUH0LFURVRIWZDVVWLOOLQWHUHVWHGLQ<DKRRHYHQWKRXJKLW¶V(QWHUSULVH
Value / EBITDA ratio was 11.448 - a very unattractive ratio (Money-Zine, 2009).  
In early 2009, there was a failed takeover attempt made IBM for Sun 
Microsystems. At that time the Enterprise Value / EBITDA ratio for Sun was 
4.177 which is more attractive deal than Yahoo from economic point of view. 
Perhaps this is the reason why Oracle pursued Sun too (Money-Zine, 2009). 
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2.9 Critical success factors for M&A  
The literature reviews and research findings on critical success factors for M&A 
projects in the view of M&A advisory firms suggests that the given below factors 
have positive impact (Hoang & Lapumnuaypon, 2007): 
o Complete and clear objectives, goals and scope of the Project, 
o Client consultation and acceptance, 
o 3URMHFWPDQDJHU¶VFRPSHWHQFHDQGFRPPLWPHQW 
o 7HDPPHPEHUV¶FRPSHWHQFHDQGFRPPLWPHQW 
o Communication and information sharing and exchange, 
o Time management and tight secrecy, and 
o Price evaluation and financing scheme. 
o µ+DYLQJDQXPEHURINH\SRWHQWLDOEX\HUV ZLWKVXLWDEOHSURILOH¶ 
o µ5LJKWFRUUHFWDQGFRPSOHWHLQIRUPDWLRQDQGGDWDLQWKHGDWDURRP¶DQG 
o µ7KHTXDOLW\RIWKHVHOOLQJFRPSDQ\¶ 
The research also finds weaker links to the following three factors, but there is 
not enough evidence to exclude them: 
o Project plan development, 69 
o 7KH0	$DGYLVRU\ILUP¶VRZQUHVRXUFHSODQQLQJDQG 
o Risk management. 
 
2.10 Factors Influencing M&A Outcomes 
A literature review of M&A has emerged an eight school of thoughts to handle 
the key issues to make a strategic acquisition work in terms of financial 
performance are highlighted in the table below (Cording, Christmann, & 
Bourgeois, 2002): 
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Table 2: Schools of M&A Success  
(Cording, Christmann, & Bourgeois, 2002) 
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2.11 Conclusion of Literature Review 
In order to better understand the project objectives and the underpinning 
reasons behind these objectives, it is very important to understand the 
difference between merger and acquisition, types of M&As and the process of 
M&As. This will help to understand what Sierra Atlantic is looking out of this 
project, like they are want to perform horizontal acquisition with either high or 
low goodwill but low disparity, the company is under which phase of acquisition 
process. Understanding of these points will help to identify the takeover targets 
in a better way within the estimated time line of the project. 
Again, the literature review of marketing screening techniques, motives and 
targets of M&A especially synergy will help to adopt the latest screening 
technique in each stages of the project together with the reasons why firm has 
adopted the acquisition strategy and its underpinning reasons so that the 
reasons of acquisition can be identified in the target firm leading to a successful 
acquisition.  
Sierra Atlantic is definitely looking for synergic, the most possible strategic fit 
and organisational fit firm for acquisition. Moreover, it wants to acquire skills in 
which the company is not so expert currently. Again, the literature review 
valuation techniques suggest the popularity of DCF method over others together 
with CAPM for the calculation of cost of capital. Among other methods, EBITDA 
multiples is followed which is also famous for the firm evaluation. Understanding 
critical success factors and factors which basically influences the M&A results, 
importance of resources and organisational culture altogether helps to focus on 
market for the target company meeting Sierra Atlantic maximum requirement. 
  
 
 
49 | P a g e  
Confidential-Sierra Atlantic 
3. Methodology 
3.1 Introduction 
The project basically focuses on deciding potential candidates which can be 
acquired by Sierra Atlantic and expand their business successfully in UK. Thus, 
as per the client requirement it involves a series of steps viz. scanning the UK 
market, selecting compatible oracle service providers IT companies, filtering 
further to select top 3 companies (as per client requirement), financial 
evaluation etc. Hence, looking into the nature of the project and client 
requirement it is rational to execute the project in four logical stages as 
highlighted below: 
o Stage 1 : Market Research and Filtering 
UK market is researched based on the filter parameters as provided 
by the client to indentify the suitable candidate companies for 
acquiring. 
 
o Stage 2 : Ranking Companies 
Rank the filtered companies based on the final scores scored by the 
companies in the filtered list. 
 
o Stage 3 : Financial Evaluation of Companies 
Financial evaluations of the selected top 3 companies, from ranked 
list of filtered companies are carried out. 
 
o Stage 4 : Identification of Non-Financial Factor & Recommendations 
Identification of other Non-Financial factors supporting the 
acquisition is carried out and finally based on whole analysis 
recommendations are made. 
 
Figure 17: Flow Diagram of project execution  
Source: Self-Created 
Stage 1 : Market Research and 
Filtering
Stage 2 : Ranking 
Companies
Stage 3 : Financial 
Evaluation of 
Companies
Stage 4 : 
Identification of Non-
Financial Factor & 
Recommendations
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Considering the literature review of M&A process as highlighted in earlier 
section, this project basically focuses at Locate and Investigate stages of the 
M&A processes of Watson Wyatt Deal Flow Model as highlighted in literature 
review. 
3.2 Adopted Methodology for Each Stage 
Each stage of the project is very critical as it tries to identify takeover targets for 
the success of the project and contributes vital inputs to arrive to the correct 
conclusion and recommendation of the project. The adopted methodology is 
basically comprised of qualitative and quantitative techniques to achieve the 
project goal and objectives. The main benefit of qualitative technique is its 
ability to allow the investigator to gain detail and depth (Patton, 1990) and to 
DGGUHVVµ+RZDQG:K\¶W\SHRITXHVWLRQV(Yin, 2003). Researchers indicate that 
a qualitative approach often yields important insights of the phenomena of 
merger and acquisition (Cartwright & Cooper, 1990) (Pablo, 1994). On the hand, 
the quantitative analysis helps to understand the figures and helps in decision 
making of the company in M&As. 
3.2.1 Stage 1: Market Research and Filtering 
The first stage of the project basically focuses on the Locate stage of the M&A 
processes of Watson Wyatt Deal Flow Model. As highlighted in literature review 
section that often various marketing screening techniques are followed to filter 
the market and find the most suitable candidate to be acquired with maximum 
synergy. One of such techniques as discussed in literature review for the Islamic 
investor was the standard screening framework which takes into account the 
Shariah guidelines for the identification of Shariah-compliant equity investments. 
The current project does not deal with any Islamic investor or Shariah 
guidelines, but a similar kind of screening technique with standard guidelines as 
per Sierra Atlantic M&A strategy will be followed to identify and formulate a list 
of Sierra Atlantic-M&A Strategy-compliant companies. 
The main objective of this stage is to search the UK market for the oracle service 
provider IT companies, using the data source as highlighted in data section. It 
then based on the market research; formulates a list of companies which 
satisfies the filter parameters as provided by the client given in table below. 
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Altogether there are nine filter parameters provided by the client of which first 
five (1, 2, 3, 4 & 5) are eliminating parameters .i.e. it eliminates a UK company 
in case the selected company does not satisfy the parameter and whereas rest 
four (6, 7, 8 & 9) are just parameters to distribute the score against the value of 
the parameter .i.e. it does not eliminate a UK company from the list. The 
weights and scores of each criterion are provided by Sierra Atlantic based on 
their business requirements and strategy of acquisition. After passing all the 
filter parameters, based on the parameter value of the filtered company scores 
are assigned to each of the eight parameters for a company, which can be called 
as parameter score. A company is considered only if it satisfies all the filter 
parameters. Thus, this stage requires the qualitative and quantitative techniques 
of methodology. 
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Table 3: Sierra Atlantic M&A Filter parameters 
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Reason for considering these parameters: 
Parameter 1: The selected company should be oracle certified, is one of the 
most important filter parameter from Sierra Atlantic¶V perspective as it indicates 
the maturity level of the company in their service offerings in the market. 
Moreover, any FRPSDQ\FDQ¶W MXVWJHWRUDFOHFHUWLILFDWLon as it usually depends 
on good client base and delivery capabilities of the company. Sierra Atlantic 
already being platinum level member of oracle, it brings a strategic fit in the 
standard of services between the Sierra Atlantic and the company considered 
when it is already oracle certified. This strategic fit is consistent with the 
literature review as highlighted above and has the potential to generate 
operating and financial synergy. 
Parameter 26LHUUD$WODQWLF¶VPDLQIRFXVRIVHUYLFHLQWKHPDUNHWIDOOVXQGHUWKH
category of Systems Integrator (SI) or Management Consultancy (MC) of oracle 
partner type. Thus if the selected company also have the background of SI or 
MC, then it will indicate an alignment with the company focus otherwise it may 
GLOXWHWKHFRPSDQ\¶VIRFXVFrom the literature review in earlier section, we have 
seen that for a successful acquisition apart from strategic fit, the match of focus 
of core business is very important. 7KXVWKLVSDUDPHWHUWDNHVFDUHRIFRPSDQ\¶V
focus. 
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Parameters 3: It is often found that older companies have already established 
cultures and processes in place as compared to the younger companies since 
they are still evolving. Moreover, as suggested by the experience of client, 
younger companies are sometimes more open to acquisition. Literature review of 
M&As also suggest that the compatibility of organisational culture and processes 
is one of the important factor for a successful M&A. The organisational culture 
and processes difference may lead to many integration problems and finally 
leading to an unsuccessful acquisition. Thus focusing all the factors and the 
acquisition strategy of Sierra Atlantic, only companies with age 5 -15 years are 
considered. 
Parameter 4: Since the project also involves the valuation of the potential 
candidate company for acquisition, companies with less than 3 years of financial 
data are not considered and rejected. 
Parameter 5: Based on Sierra Atlantic merger and acquisition strategy and 
budget, it decides to acquire a company whose revenue ranges from $2-15 
millions. 
Parameter 6: Main business line of Sierra Atlantic is Oracle Service. Thus the 
VHOHFWHG FRPSDQ\¶V EXVLQHVV OLQH Vhould also be around oracle service. As 
highlighted in the literature review, following the concept of horizontal 
acquisition, this parameter actually takes care of synergies which can be created 
by acquiring a company in the same line of business. Considering the acquisition 
strategy and the motive of the Sierra Atlantic potential values for the parameter 
is given. 
Parameter 7: Sierra Atlantic wants to acquire companies which actually have 
some good customer names attached to it. This actually opens the opportunity 
to work with other good clients which was earlier not possible before the 
acquisition. This helps the business to grow and expand. As pointed out in 
literature review section, this could create potential synergy for the success of 
the acquisition. 
Parameter 8: As per the business development strategy, Sierra Atlantic is 
currently focusing on expanding its business in UK and Europe, especially 
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Nordics5 and Benelux6. Generally, IT companies based in UK also expand its 
business to Europe. Considering this fact, Sierra Atlantic wishes acquire an IT 
company based in UK, and gives added preference to companies who operates in 
Europe especially Nordics and Benelux region. From the literature review in 
earlier section, we have seen that diversification as one of the important motives 
for M&A which helps the acquirer to enter to new market and expand its 
business.  
Parameter 9: Currently Sierra Atlantic is focusing on sectors viz. banking and 
finance, life science and manufacturing. Thus to match in line with the current 
growth strategy of the company, it is looking to acquire a company preferably 
working in one of this sectors. This will help Sierra Atlantic to acquire some 
complementary resources from the acquired company and expand their business 
faster in these sectors. From our literature review we found this to be one of the 
important synergy point considered during M&As. 
Thus, through these parameters the strategic, organisational and cultural fits, 
synergy motives and estimated firm value together with other M&A strategy of 
Sierra Atlantic are achieved which in turn used for identifying the target 
companies.  
Since in UK, a company can file tax depending on its business strategy at any 
point of the year, the revenue of the scanning companies are adjusted 
accordingly so that at a specific date the revenues of each company can be 
compared in order to apply the revenue filter parameter, as highlighted in above 
table. 
Advantages of the adopted method: 
The screening technique using various filter parameters, which represents the 
acquisition strategy of the company, basically makes the total procedure very 
systematic and effective. Moreover, it saves time and effort evaluating a 
company with another filter parameter if it fails a filter parameter earlier. Once 
the filter parameters are developed, it saves time and effort of thinking for other 
requirements of the company which need to be taken care while evaluating the 
companies through filter parameters. It makes the process simple; in case of 
                                       
5 As highlighted earlier Nordics region includes Denmark, Norway, Finland & Sweden 
6 Benelux includes Belgium, Netherlands & Luxembourg 
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addition of new filter parameters while the further evaluation process of the 
company still in process. 
Limitations of the adopted method: 
Complex business scenarios could lead to very complex kind of filter parameters 
which could take long formulation time as parameters, or even it may not be 
possible to put it as a filter parameter. 
3.2.2 Stage 2: Ranking Companies  
The main objective of this stage to take the formulated list of companies with 
their parameter scores, as generated by stage 1 and rank the companies based 
on the final score of each company which is calculated by summing up the 
product of parameter score of each parameter and its weight of a particular 
company. This can be called as company score. Thus, the quantitative technique 
of methodology is basically adopted during this stage. 
Thus, if the parameter score for first parameter is P1 and its corresponding 
weight is W1 for the first company, then the final company score for n number of 
parameters is given by ±   
 Final Company Score =  ?  ? ?௡௜ୀଵ    
A ranked list of these companies is prepared based on their final company score 
and top 5 companies are selected from this ranked list for the next stage i.e. 
stage 3. These 5 candidate companies can be called as suitable candidates, as 
they are the top 5 companies in the list satisfying the Sierra Atlantic-M&A 
Strategy-compliant. 
Reason for choosing this method of calculating Company Score: 
Sierra Atlantic also acquired companies in the past and thus based on its M&A 
strategy, business strategy and past M&A experience, the formula for calculating 
the company score is provided by them. 
Advantages of the adopted method: 
The adopted method helps to formulate the ranking list very easily based on 
final company score as it is straight forward based on simple mathematical 
calculations. 
 
 
 
57 | P a g e  
Confidential-Sierra Atlantic 
Limitations of the adopted method: 
As such no major limitations have been identified and communicated by Sierra 
Atlantic on the particular adopted method for this particular case and hence 
suggested by the company to follow. 
3.2.3 Stage 3: Financial Evaluation of Companies 
The third stage of the project basically adopts the quantitative technique of 
methodology and focuses on the financial evaluation of the top 3 ranked 
companies, out of the list of top 5 companies, as provided by stage 2. This 
project basically follows two different methods of financial evaluation to find the 
firm value for each of three selected companies,  
(1). Discounted Cash Flow Evaluation Method 
(2). Comparable Method  
3.2.3.1 Discounted Cash (DCF) Evaluation Method 
The workflow of basic valuation procedure of a company using DCF method 
adopted for this project is highlighted in the figure given below. 
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Figure 18: Company Valuation, DCF Method  
Adopted from Source: &DSLĔVNL	3DWHQD(2009) p.8 
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Forecasting: 
The forecasting of income statement and balance sheet is performed following 
the percentage of sales approach, by grouping the component of income 
statement and balance sheet into two groups ± one which directly vary with 
sales and another which does not (Ross, Westerfieldh, & Jordan, 2008). Based 
on individual judgement and forecast assumptions pro forma statements are 
prepared. As highlighted in literature review, the forecasting of pro formas is the 
most difficult task and requires greater level of judgement of financial data. 
Free Cash Flow: 
Free cash flow (FCF) is calculated by using the following equation- 
FCF = PAIT + Interest ± ¨&$¨&/± ¨NCA 
Where, 
 PAIT is basically profit after interest and tax during the period. 
 Interest is basically interest paid during the period. 
 ¨CA is the change in current assets of the company during the period. 
 ¨CL is the change in current liabilities of the company during the period. 
 ¨NCA is the change in the non current asset of the company during the 
period. 
Capital Asset Pricing Model (CAPM) 
The popular model for calculating the cost of equity capital is the capital asset 
pricing model (CAPM), which defines the required return to equity (Ke) in the 
following terms (Ross, Westerfieldh, & Jordan, 2008): 
Ke = Rf ǃ5m - Rf) 
Where, 
 Rf denotes the rate of return for the risk free investment (Treasury bonds) 
 ǃdenotes the share beta7 
 Rm is the expected market return 
 Rm - Rf denotes the market risk premium or equity premium 
                                       
7 The beta measures the systematic or market risk of a share. It indicates the sensitivity of the return on a 
share held in the company to market movements. If the company has debt, the incremental risk arising from 
the leverage muVWEHDGGHGWRWKHLQWULQVLFV\VWHPDWLFULVNRIWKHFRPSDQ\¶VEXVLQHVVWKXVREWDLQLQJWKH
levered beta. 
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As highlighted in literature review in earlier section, DCF method has 
FRQWURYHUVLHV RYHU WKH DSSURSULDWH YDOXH RI GLVFRXQW UDWH EXW LW¶V VWLOO WKH
predominant model for calculating cost of equity. 
Why CAPM? 
Sierra Atlantic acquired companies in the past and thus based on its M&A 
strategy, business strategy and past M&A experience, the company requested to 
follow the CAPM for calculating the cost of equity capital. Moreover, there are 
two popular models for calculating the cost of equity capital are the capital asst 
pricing model (CAPM) and arbitrage pricing theory (APT). But the CAPM of 
Sharpe (1964), Lintner (1965) and Mossin (1966) as reported by Graham and 
Harvey (2001) is used as an ex ante model, which means that it is used to make 
point estimation for the future return. Thus, CAPM is the considered as the 
predominant model for estimating the risk associated to an asset (Vélez-Pareja, 
2005). Moreover, the survey conducted by Graham & Harvey (1999) also 
suggest the same that CAPM is by far the most popular method of estimating the 
cost of equity capital and about 73.5% of respondents always or almost always 
use the CAPM. 
Limitation of CAPM: 
Despite of the popularity of CAPM, it is often being criticised as it is based on 
unrealistic set of assumptions. The assumptions of the model are given below. 
 The model assumes that all investors, having homogeneous expectations, 
are risk adverse, who maximizes the expected utility of their end of period 
wealth. Hence all investors have indistinguishable opportunity sets (Mirza, 
2005 ).  
 There exists a risk free asset and investors may borrow or lend unlimited 
amounts of this asset at D FRQVWDQW UDWH WKH ULVN IUHH UDWH DQG DVVHWV¶
returns are normally distributed (Mirza, 2005 ). 
 All assets are perfectly divisible and priced in a perfectly competitive 
market (Mirza, 2005 ). 
 There are no imperfections in the market such as taxes, regulations and 
restriction on short selling and the markets are frictionless with costless 
information available, simultaneously to all investors (Mirza, 2005 ). 
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Apart from criticism of these assumptions, there are concerns raised on the 
methodological problems associated with the estimation of Beta. Moreover, there 
are questions about the stability of Beta over time (Mirza, 2005 ). 
 
Calculating Weighted Average Cost of Capital (WACC) 
The weighted average cost of capital is calculated using the formula given below 
(Ross, Westerfieldh, & Jordan, 2008): 
WACC = Ke *(
୉୉ାୈ) + Kd * (1-T) * ( ୈ୉ାୈ) 
Where, 
 Ke denotes the cost of equity capital as calculated applying CAPM 
 Kd denotes rate of the debt 
 Kd*(1-7GHQRWHVDIWHUWD[FRVWRIGHEWZKHUH7LVWKHILUP¶VPDUJLQDOWD[
rate 
 (GHQRWHVWKHPDUNHWYDOXHRIWKHILUP¶VGHEW 
 D denotes the market value of the firP¶VHTXLW\ 
 E + D denotes the combined market value of debt and equity of the firm 
Why WACC? 
Sierra Atlantic acquired companies in the past and thus based on its M&A 
strategy, business strategy and past M&A experience, the company requested to 
follow the WACC for discounting the free cash flow to the present value.  
An important for choosing WACC is because it considers an assessment of both 
debt and equity of the company, including the assessment of opportunity cost of 
financing by equity and opportunity cost of financing by debt. Thus it considers 
the total capital structure of the company. 
Limitation of WACC: 
Though WACC is widely used, it has the following limitations: 
 There are concerns for calculating the cost of equity and is difficult to 
evaluate. 
 ,W¶V DQ DYHUDJH PHDVXUH DQG DQ\ QHZ ILQDQFLQJ ZLOO DIIHFW WKH YDOXH RI
cost of capital (Vacík, 2010). 
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 The same proportionate of debt to equity is considered for forecasting, 
which could be different as considered. 
 
Discounted Cash Flow Model 
Most finance textbooks highlight the discounted cash flow model with the 
following expression (Copeland, Koller, & Murrin, 2000)± 
 
DCF Value =           
   
 
Present value of cashflow during the explicit forecast period =  ? ி஼ி ?ሺଵା௥ሻ ?௡௧ୀଵ  
Where, 
 µt¶ is the time period represents the first and further periods. 
  ? ? ?௧ - The free cash flow for the period t. 
 µr¶ = WACC 
Terminal Value (Pietersz, 2010)= 
ி஼ி ?ሺ௥ି௚ሻሺଵା௥ሻ ? 
Where, 
 µJ¶LVWKHFRQVWDQWJURZWKUDWHDIWHUWKHILQDO\HDURIIRUHFDVWLQJ 
 µQ¶ the last forecasting year 
 
Why DCF? 
The DCF method of valuation is asked by Sierra Atlantic based on their M&A 
strategy and past valuation experience. As highlighted in the literature review 
section, although numerous valuation approaches to value the target company 
but among them DCF method is the most widely used by managers and is most 
sound on theoretical grounds. 0RUHRYHU LW LVEDVHGXSRQDVVHW¶V Iundamentals 
and thus less exposed to market perceptions (Damodaran A. , 2005a). DCF 
valuation process actually forces the evaluator to look deep into the firm in order 
Present value of cashflow 
during the explicit forecast 
period 
Present value of cashflow 
after explicit forecast period, 
.i.e. terminal value 
+ 
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to understand the business and internal characteristics of the firm (Damodaran 
A. , 2005a). 
Limitation of DCF 
Several complexities are also discovered while using the DCF method. It is highly 
sensitive to assumptions made for profit margin, growth and terminal value 
(Mukherjee, Kiymaz, & Bake, 2004). Considering the terminal value several 
problems have been identified, as the firm logically do not exist in business 
forever and their existing investments are not perpetuities (Gulic, 2002). Again 
the ability of the firms to invest indefinitely in new, apparently positive Net 
Present Value (NPV) projects whose cash flows tends to infinity is limited (Gulic, 
2002). ,WLVDOVRREVHUYHGWKDWWKHOHQJWKRIWKHµIRUHFDVWKRUL]RQ¶DIWHUZKLFKWKH
firm achieves the steady state is arbitrary, which effects the project forecast and 
capital expenditure projections. The terminal value tends to infinity as the 
growth rate approaches the cost of capital (Gulic, 2002). Logically speaking 
future cash flow of a target company depends on the method of acquisition and 
the price of purchase (Mukherjee, Kiymaz, & Bake, 2004). 
 
Payback Period and Return on Investment 
The payback period is defined as the length of the time required for a project to 
recoup its initial cost out of the cash receipts it generates 
(AccountingForManagement, 2009).  
The return on investment (ROI) for 3 years and 5 years are calculated based on 
the following formula. 
ROI = Firm Value / sum of Profit after Tax after n years 
Where n = denotes the return years 
Why payback period and ROI? 
The payback period will highlight the break even period after which the firm start 
making money. Thus the more quickly the cost of investment to purchase the 
firm is recovered; the more desirable the firm will be for acquisition. It easy to 
calculate and provide quick indication of risk and liquidity associated with 
project. 
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On the other hand, ROI will help to identify the return on invested amount to 
buy the firm after a period. It easy to calculate and gives a quick idea about 
return on the investment. 
Limitations of Payback Period and Return on Investment 
Limitations of payback period are (AccountingForManagement, 2009)± 
 It not a true measure of the profitability of an investment 
 It does not consider the time value of money. 
Limitations of ROI ± Depending on the time period considered, different 
investments may look good differently (SolutionMatrix, 2010). 
 
3.2.3.2 Comparable Method 
The valuations of selected top 3 firms from stage 2 are also carried out following 
the comparable method of valuation. In comparable method, EBITDA i.e. 
earnings before interest, taxes, depreciation and amortization multiples is 
adopted for the valuation of selected companies. 
The Non-Cash version of definition of Value/EBITDA Multiples is given by:  ൌ  ൅  െ ǡ Ƭ െ  
A comparable company whose future cash flow expectations proportional to and 
risks similar to those of the firm being value EBITDA multiple is calculated or 
considering industry EBITBA multiple, the value of the firm is estimated by - 
Firm Value = 
୚ୟ୪୳ୣ୉୆୍୘ୈ୅ * EBITDAfirm 
Where, 
EBITDAfirm denotes the EBITDA of the firm being values. 
Why EBITDA Multiple of Comparable Method? 
The EBITDA multiples method of valuation is asked by Sierra Atlantic based on 
their M&A strategy and past valuation experience. There are many forms 
comparable multiples based on company value viz. EBITDA, Sales, free cash 
flow. But among them EBITDA multiple is the most famous one (Fernandez, 
2001). Moreover, it is very easy to calculate and useful mainly for the second 
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stage of calculations, i.e. it helps to gage the valuation performed by the other 
standard method of valuation. Lie & Lie  (2002) and Kim & Ritter (1999) studies 
suggest that among most other multiples EBITDA multiple results in more 
precise valuation, especially for the more established IPO firms. Since it 
produces better result than other multiples, it justifies the adopted EBITDA 
multiple method. 
Limitations of EBITDA Multiple of Comparable Method: 
Though EBITDA multiple is most widely used, it has a number of limitations: 
 It does not include the changes in the working capital requirements 
(Fernandez, 2001). 
 It does not consider capital investments (Fernandez, 2001). 
 The method is simple but it does not have sound theoretical footing 
(Mukherjee, Kiymaz, & Bake, 2004). 
 Generally valuation by multiples are nearly always have broad dispersion 
that is why valuations performed using multiples may be highly debatable 
(Fernandez, 2001). 
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3.2.4 Stage 4: Identification of Non-Financial Factors 
The fourth and final stage of the project basically adopts the qualitative 
technique of methodology. The top 3 companies, as evaluated financially during 
stage 3, are further evaluated briefly to highlight the potential synergies and 
barriers to acquisition, if any. Finally, based on total evaluation of the selected 
companies recommendations are made for the potential candidates which can be 
acquired by Sierra Atlantic for its business expansion in UK. It also produces 
detailed summary level of company profiles for each of the 3 companies. 
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4. Data 
Various secondary sources of data are the back bone for the execution of the 
project. The main sources of data for each stages of the project are highlighted 
below. 
Stage 1: 
The main sources of data for building the list of companies during stage 1 is 
the Oracle Partner Network site as given below: 
¨ http://solutions.oracle.com/ 
The site is also used to get some initial basic details e.g. number of 
employees, year of company founded, public or private company of the 
selected companies. Apart from the oracle site, individual company 
websites are reviewed to understand and evaluate the score of each filter 
parameters as provided by Sierra Atlantic such as client details, area of 
operation, etc of the selected companies. 
Another database which is used during this filter stage to get the list of 
fortune 500 UK, Europe and Global companies in order to match the 
existing custoPHUOLVWRIWKHVHOHFWHGFRPSDQLHV¶ customer, is given below:- 
¨ http://money.cnn.com/magazines/fortune/global500/2009/full_list/ 
¨ FT Europe 500, 2009 
¨ FT UK 500, 2009 
Stage 2: 
During this stage no external database is used for its execution and used 
the results of stage 1 as the source of data. 
Stage 3:  
7KH PDLQ VRXUFH RI GDWD IRU WKLV VWDJH LV PDLQO\ 8. FRPSDQLHV¶ ILQDQFLDO
details including income statements, balance sheet and cash flow 
statements, which is provided by OneSource and the URL is given below:  
¨ http://express.onesource.com/homepage.aspx 
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Another similar database which also provided companies financial details is 
the Fame database, which provides detailed financial information on UK and 
Irish companies and the URL is given below: 
¨ http://fame.bvdep.com.ezproxy.nottingham.ac.uk/version-
201068/cgi/template.dll 
Other sources for getting the value of industry beta, risk free rate, risk 
premium and industry EV/EBITDA are given below: 
Industry Beta: FTSE-Actuaries, London Business School (Apr-Jun 2009) 
Risk free rate for UK: http://www.yieldcurve.com/marketyieldcurve.asp 
Risk premium for UK: 
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctrypre
m.html 
EV/EBITDA: 
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/vebitda.
html 
 
Stage 4: 
The main sources of data for this stage are the source of data of earlier 
individual stages and the results of each stage. 
Apart from these sources, Google search engine is used for digging any missed 
out or supporting data. 
4.1 Reason for choosing the Data Sources 
The very first requirement of this project was use a database which could 
provide directly Oracle certified companies which could be acquired by Sierra 
Atlantic. Since Oracle Partner network site contains only those companies which 
are certified to them it saves lot of effort and time in contrast to normal Google 
searching process where each company need to be manually check for 
certification. Moreover, the advance searching technique provided by oracle to 
search oracle certified companies in UK including their oracle partner type is 
really helpful.  
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Apart from this, since most of the filtered companies are small or medium size, 
the availability of their financial data viz. balance sheet, income statements etc. 
are almost impossible. As balance sheet and income statement provides the 
VQDSVKRWRIDILUP¶VILQDQFLDOSRVLWLRQYDOXDWLRQRIWKHVHOHFWHGFRPSDQLHVLVQRW
possible without these data. Thus, the paid service financial databases used for 
the project viz. OneSource and Fame are very effectively and important. 
Damodaran Online website is quite famous and provides valuable financial 
market data which is very handy sometimes. 
4.2 Limitations of the Data Sources 
Since most of the data, especially the accounting data and the key information 
of each company, of this project are collection from secondary sources there 
may be a possibility of inaccuracy of data. The balance sheet and income 
statements might have a little bias to the company due to potential creative 
accounting techniques8. Even values of the important parameters of company 
valuation viz. Beta, risk free rate, risk premium and EBITDA multiples are can 
vary from source to source, which can vary the results accordingly. Thus, 
considering the given sources of data to be accurate, the results are derived and 
accordingly recommendations are made. 
   
  
                                       
8 &UHDWLYHDFFRXQWLQJWHFKQLTXHVLPSO\WKDWFRPSDQLHV¶SXEOLVKHGDFFRXQWVPD\QRWEHDWUXHDQGIDLU
UHIOHFWLRQRIWKHFRPSDQLHV¶ILQDQFLDOSRVLWLRQ'ickerson et al., 1997, p.347). 
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5. IT Industry Overview 
After 2008, the global economic slowdown resulted in a considerable reduction in 
IT services spends as all global corporations cut back on unnecessary expenses 
and focused more on leveraging IT spends.  According to the NASSCOM 
Strategic review 2010, the world-wide technology and the related products and 
services spends of 2009 has experienced a decline of 2.9% over 2008, as shown 
in table below. The table also highlights a decrease of 2.1% in IT spend for the 
regions Europe, Middle East and Africa. 
Table 4: World-wide IT spends and IT Services spends by Geography 
 
 
This reduction in IT spending, as a result of economic slowdown, was prominent 
during the first half of 2009 and early signs of pick in spending were seen during 
the second half of 2009 (TCS, 2010).  
Once the global economic recovery process gains speed together with the 
increase in discretionary spending levels, the global technology spending is 
expected to increase further. Moreover, since IT has become an integral part of 
most of the business across industries, organizations considers it as the primary 
driver of its productivity improvement and business transformation leading to a 
sustained competitive advantage in the market (TCS, 2010). 
The NASSCOM Strategic Review 2009 report, which basically highlights the 
analysis of IT services global sourcing market, suggests that there is significant 
headroom for growth in the market. Moreover, an analysis of the strategic 
reports, NASSCOM Strategic Review 2009 and NASSCOM Strategic Review 2010 
Source: IDC-Nasscom Strategic Review 2010 
 
 
71 | P a g e  
Confidential-Sierra Atlantic 
carried by TCS9 in their annual report 2009-10, highlights the market sizing and 
long term potential of global sourcing market as shown in table below. 
Accordingly, about 80% of the global sourcing markets are still not addressed 
which shows a huge potential of future global sourcing market. 
Table 5: Market sizing and long-term potential  
of global sourcing market 
 
Source: IDC-Nasscom Strategic Review - 2009 & 2010 
5.1 IT Industry Projections 
The Nasscom Strategic Review 2010, suggest the forecasting of Global 
technology spends, which is expected to increase by USD 301 billion during 2008 
to 2013 at a CAGR of 3.5%, as shown in table below. 
Table 6: Global technology spend forecast 
 
Source: IDC-Nasscom Strategic Review 2010 
The forecasted figures of IT services spending by geography, suggests that 
Europe is expected to increase its IT services spends by USD 19 billion during 
2008 to 2013 at a CAGR of 2.1%, as shown in table below.  
                                       
9 TCS refers to Tata Consultancy Services, one of leading IT Company globally. 
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Table 7: Trends in IT Services spending by Geography 
 
Source: Gartner forecast: Worldwide IT spending,2007- 2013, October 2009 
Thus, looking into the current IT industry performance, the recovery of global 
downturn together with the IT services spend forecasting indicates that there is 
enough potential for growth in this industry and the industry is expected to grow 
in future with increasing IT spends. 
  
 
 
73 | P a g e  
Confidential-Sierra Atlantic 
6. Implementation of Methodology 
This section focuses on the detailed implementation of methodology to arrive to 
WKHHDFKRIWKHWKUHHLQGLYLGXDOILUP¶Vvalue as part of the process of stage 3.  
The top 3 companies as selected by stage 3 in order to find their firm value are ± 
(1). Mokum Change Management Ltd 
(2). Differentia Consulting Ltd 
(3). Cedar Consulting (UK) Ltd 
As highlighted in methodology section earlier, firstly DCF and then EBITDA 
Multiples method of valuations are applied to find the firm values for each of the 
firms. 
In DCF method, the valuation of the target firm is performed considering 4 
different scenarios as given below ± 
Base Case Valuation: This is basically the normal expected case, where 
pro forma statements10 for 5 years are prepared based on normal expected 
forecasting value considering their historical financial data using percentage 
of sales method. After the fifth year normal UK economy growth rate is 
considered as the growth rate of the company and finally the firm value is 
found. 
 &RPSDQ\¶VJURZWKUDWH 1RUPDOIRUHFDVWHGJURZWKUDWHIURPSDVW5 
years data 
No Growth Scenario: This case assumes that the business of the selected 
company does not grow at all during the 5 years of forecasting period and 
accordingly all pro formas are prepared. But after the fifth year the normal 
UK economy growth rate is considered as the growth rate of the company 
and finally the firm value is found. 
 &RPSDQ\¶VJURZWKUDWH  
Loss Scenario: This case assumes that the business revenue of the 
selected company decreases by half of the growth rate of their normal base 
case scenario, during their 5 years of forecasting period. Accordingly pro 
                                       
10 Forecasted balance sheet, income statement and statement of cash flows are called pro forma statements 
or pro formas for short (Ross, Westerfieldh, & Jordan, 2008) 
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formas are prepared considering the historical financial data using 
percentage of sales method. But after the fifth year the company grows at 
normal UK economy growth rate considering these facts finally the firm 
value is found. 
 &RPSDQ\¶VJURZWKUDWH negative of 50% of base case valuation growth 
rate 
Growth Scenario: This case assumes that the business revenue of the 
selected company grows by 50% of their normal base case scenario during 
their 5 years of forecasting period, and accordingly pro formas are prepared 
considering the historical financial data using percentage of sales method. 
But after the fifth year the business falls to the normal UK economy growth 
rate and finally the firm value is found. 
 &RPSDQ\¶VJURZWKUDWH 150 % of Base Case Valuation growth rate 
Assuming, all of four cases are equally probable, an equal probability of 25% is 
assigned to each to find the DCF weighted average value of the firm. DCF range 
of firm value is also provided considering the minimum and maximum value of 
these four cases as the minimum and maximum value of the DCF range of firm 
value. Additionally, the firm value found though the base case valuation is also 
highlighted indicating the normal projected case. 
In EBITDA Multiples, the valuation of the target firm is found considering two 
different cases ± 
Using Comparable Companies: A comparable company is found 
considering a match in terms of sales, assets, cash flow expectations and 
risk which are similar to those of the acquired firm of the same industry. 
The value of the firm is found by using the EBITDA multiples of the 
compared firm. 
Using Industry EBITDA: Here the firm value is found by using the 
EBITDA multiple of the IT industry. 
Assuming, equal probability for each case, the weighted average of the firm 
value is found. Again, considering the minimum and maximum EBITDA value 
among these cases, the minimum and maximum of the target firm value is 
recorded. 
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Reason for choosing scenario analysis for each method 
In reality there is no guarantee of future, and especially the market goes up and 
down very frequently leading to uncertainties which can change the value of the 
ILUPDFFRUGLQJO\,QYLHZRIWKLVIDFWLW¶VDOZD\VDJood practice to consider the 
probable scenarios which can result in future with respect to the target company 
and then evaluating all scenarios the firm value should be found. Still 
considering the uncertainty of the market, the resulted firm value after 
considering different scenarios does not guarantee the 100% correct value of the 
firm. 
Limitation of choosing the scenario analysis for each method 
Since, the future is unpredictable and full of uncertainties, if a particular scenario 
does not happen or there could be other possible scenarios, can change the firm 
value. Moreover, in this scenario analysis an equal probability is given to each 
case, which can be different in reality resulting in the change of firm value. 
6.1 Mokum Change Management Ltd 
DCF Method: 
The reasoning behind the forecasted components of pro formas for Mokum are 
presented here in detail ± 
Key Information: 
Data Considered Past 4 years (2006 to 2009) P&L a/c and Balance Sheet. 
Forecasted years 2010-2014 
Main Exchange Not listed 
 
Base case valuation:  
The base case scenario for Mokum assumes that the pro forma 
statements11 for 5 years are prepared based on normal expected 
forecasting value considering their historical financial data using percentage 
of sales method. Detailed reasoning for each component of pro formas is 
discussed in appendix: 9 and finally after 5years of forecasting the firm 
value is derived. 
                                       
11 Forecasted balance sheet, income statement and statement of cash flows are called pro forma statements 
or pro formas for short (Ross, Westerfieldh, & Jordan, 2008) 
 
 
76 | P a g e  
Confidential-Sierra Atlantic 
No Growth Scenario:  
The forecasting for No Growth scenario is very straight forward. According 
WR WKLV FDVH0RNXP¶VEXVLQHVVGRHVQRWJURZDWDOO GXULQJ WKH IRUHFDVWHG
period. Thus the growth is assumed to be 0%. Since, the business does not 
grow at all, all other values of income statement and balance sheet is 
repeated exactly for the 5years of forecasted period in order to find the firm 
value. 
Loss Scenario:  
This scenario assumes that Mokum goes through a decrease in revenue of 
50% of its normal base case growth rate (12.2%) that is -6.10% and based 
on which the turnover is forecasted. Rest all component values of income 
statement and balance sheet for the forecasted period is populated based 
on the same reasoning as for the base case valuation (Appendix: 9), with 
the exception of fixed assets.  
At a certain point of time a company works at a certain percentage of asset 
utilisation level and it decreases as the sales decreases but the fixed asset 
does not decreases and remains at the same level in order to meet the 
minimum asset requirement of the company to operate successfully. 
Assuming the fixed asset value of 2009 as that minimum fixed asset 
required for the company to operate successfully even though the company 
goes in loss. Thus the fixed assets value of 2009 is considered for the 
forecasting. This value is also assumed to be constant though the 
forecasted period even though Mokum experiences decrease in revenue, as 
it indicates the minimum fixed assets required for the company to operate 
successfully. 
Growth Scenario:  
This scenario assumes that Mokum grows at 50% more than their normal 
base case scenario that is at a growth rate of 18.30% during their 5 years 
of forecasting period. Rest all component values of income statement and 
balance sheet for the forecasted period is populated based on the same 
reasoning as for the base case valuation (Appendix: 9), with the exception 
of fixed assets. Since, this case assumes 150% of the normal expected 
turnover; Mokum might have to increase its capacity level in order to meet 
the turnover target of 150%. But again the growth of fixed assets of the 
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company should be more than the base case valuation of fixed assets 
growth rate of 4%. Thus, after discussing these factors with the client a 
growth rate of 6% is agreed and assumed hiding all the complexities of 
efficiency, company performance etc. for the forecasting of the growth 
scenario.  
After forecasting, free cash flows are calculated using the formula as highlighted 
in methodology (Appendix: 2, 3). The detailed calculation of weighted average 
cost and finally the firm value for each scenario using DCF is shown in Appendix: 
2, 3. 
6.2 Differentia Consulting Ltd 
DCF 
The reasoning behind the forecasted components of pro formas for Differentia 
Consulting Limited are presented here in detail ± 
Key Information: 
Data Considered Past 5 years (2005 to 2009) P&L a/c and Balance Sheet. 
Forecasted years 2010-2014 
Main Exchange Not listed 
 
Base case valuation:  
The base case scenario for Differentia assumes that the pro forma 
statements12 for 5 years are prepared based on normal expected 
forecasting value considering their historical financial data using percentage 
of sales method. Detailed reasoning for each component of pro formas is 
discussed in Appendix: 9 and finally after 5years of forecasting the firm 
value is derived. 
No Growth Scenario:  
The forecasting for No Growth scenario is very straight forward. According 
to this case Differentia¶VEXVLQHVVGRHVQRWJURZDWDOOGXULQJWKHIRUHFDVWHG
period. Thus the growth is assumed to be 0%. Since, the business does not 
                                       
12 Forecasted balance sheet, income statement and statement of cash flows are called pro forma statements 
or pro formas for short (Ross, Westerfieldh, & Jordan, 2008) 
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grow at all, all other values of income statement and balance sheet is 
repeated exactly for the 5years of forecasted period in order to find the firm 
value. 
Loss Scenario:  
This scenario assumes that Differentia goes through a decrease in revenue 
of 50% of its normal base case growth rate (52.64%) that is -26.32% and 
based on which the turnover is forecasted. Rest all component values of 
income statement and balance sheet for the forecasted period is populated 
based on the same reasoning as for the base case valuation.  
Growth Scenario:  
This scenario assumes that Differentia grows about 50% more than their 
normal base case scenario that is at a growth rate of 78.95% during their 5 
years of forecasting period. Rest all component values of income statement 
and balance sheet for the forecasted period is populated based on the same 
reasoning as for the base case valuation. 
After forecasting, free cash flows are calculated using the formula as highlighted 
in methodology (Appendix: 2, 3). The detailed calculation of weighted average 
cost and finally the firm value for each scenario using DCF is shown in Appendix: 
2, 3. 
6.3 Cedar Consulting (UK) Ltd 
DCF 
The reasoning behind the forecasted components of pro formas for Cedar 
Consulting (UK) Limited are presented here in detail ± 
Key Information: 
Data Considered Past 5 years (2005 to 2009) P&L a/c and Balance Sheet. 
Forecasted years 2010-2014 
Main Exchange Not listed 
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Base case valuation:  
The base case scenario for Cedar assumes that the pro forma statements13 
for 5 years are prepared based on normal expected forecasting value 
considering their historical financial data using percentage of sales method. 
Detailed reasoning for each component of pro formas is discussed in 
appendix ± 9 and finally after 5years of forecasting the firm value is 
derived. 
No Growth Scenario:  
The forecasting for No Growth scenario is very straight forward. According 
to this case Cedar¶V EXVLQHVV GRHV QRW JURZ DW DOO GXULQJ WKH IRUHFDVWHG
period. Thus the growth is assumed to be 0%. Since, the business does not 
grow at all, all other values of income statement and balance sheet is 
repeated exactly for the 5years of forecasted period in order to find the firm 
value. 
Loss Scenario:  
This scenario assumes that Cedar goes through a decrease in revenue of 
50% of its normal base case growth rate (3.33%) that is -1.66% and based 
on which the turnover is forecasted. Rest all component values of income 
statement and balance sheet for the forecasted period is populated based 
on the same reasoning DV IRU WKHEDVHFDVHYDOXDWLRQH[FHSW µTotal Other 
Income & Int. Received¶RILQFRPHVWDWHPHQW6LQFHWKe business is going 
through a decrease in revenue, it is sensible to make this assumption that 
there is zero percent growth in this component after 2009. Thus, 2009 
value is repeated during the forecasted period. 
Growth Scenario:  
This scenario assumes that Differentia grows about 50% more than their 
normal base case scenario that is at a growth rate of 4.99% during their 5 
years of forecasting period. Rest all component values of income statement 
and balance sheet for the forecasted period is populated based on the same 
reasoning as for the base case valuation. 
                                       
13 Forecasted balance sheet, income statement and statement of cash flows are called pro forma statements 
or pro formas for short (Ross, Westerfieldh, & Jordan, 2008) 
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After forecasting, free cash flows are calculated using the formula as highlighted 
in methodology (details in Appendix 2, 3). Moreover, the detailed calculation of 
weighted average cost and finally the firm value for each scenario using DCF is 
shown in Appendix 2, 3. 
 
EBITDA Multiples 
In practice, it is actually very difficult to find the comparable companies with 
proportionate cash flow and similar risk as that of the compared company 
(Kaplan & Ruback, 1995). But after long search Infoserve Group plc for Mokum 
Change Management Ltd. and Differentia Consulting Ltd. and Zeta Compliance 
Group Plc for Cedar Consulting (UK) Ltd. are found to the suitable match among 
the list of companies. Individual company values are found using the EBITDA 
multiples of their comparable companies using the formula as highlighted in 
Methodology. 
Then again using the industry value of EV/EBITDA, the firm value of each firm is 
found. 
Assuming, equal probability for each case, the weighted average of the firm 
value is found. Again, considering the minimum and maximum EBITDA value 
among these cases, the minimum and maximum of the target firm value is 
recorded (Appendix: 4). 
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7. Specific Client Requests & Their Evaluation  
There are a number of specific requests and suggestions are made by the client 
for the execution of this project is highlighted here with their evaluation of 
usage- 
 The ranking technique adopted in stage 2 is suggested by client as per their 
process. This method was really very handy to use in order to sort list the top 
candidate companies fitting most of the acquisition criteria of the company. 
Thus a sensible and systematic approach. 
 The DCF and EBITDA Multiples method of valuation are quite famous; of 
ZKLFK '&) LQ WRGD\¶V EXVLQHVV ZRUOG LV RQe of the popular and effective 
technique of firm valuation. Even, CAPM and WACC models are very effective 
and famous for valuating companies. As highlighted in earlier why section of 
each of this models justifies the decision of using this models. 
 The fixed assets of the selected companies not increase at drastic a higher 
rate unless there is some specific reason. The reason being the nature of 
business. Since, the main resource of an IT firm is its employees and 
computers whose expense does fluctuate drastically unless the situation 
demands; it is a sensible requirement of client. 
 For Mokum, the client suggested to maintain the gearing ratio so that the 
VKDUHKROGHUVIXQGRUORQJWHUPGHEWGRHVQ¶WULVHDEUXSWO\&RPSDQLHVGRQRW
suddenly raise money through shareholder or long term liabilities unless the 
situation demands. Considering Mokum financial past data, the company is 
trying to maintain its gearing ratio almost constant, thus it makes sense to 
maintain during forecasting. 
 The results of DCF and EBITDA Multiples are not merged to find one final firm 
value, as per client request. Often companies derive firm values using 
individual methods and then compare the firm values using both the method 
separately. Moreover, considering our case, there is great difference between 
the firm values derived from DCF and EBITDA multiples. Even literature 
review suggests that EBITDA Multiple is just used as a supporting and 
comparing firm value with DCF. Considering, the great difference in firm 
values by each method, it makes sense not to merge the result. 
 The payback period and return on investment (3yrs, 5yrs) for the DCF 
method are requested by the client. Often investors use payback period and 
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return on investment to quickly evaluate the break even period and return on 
investments respectively to understand which investment is better. It also 
provides a quick indication of risk and liquidity associated with investment. 
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8. Results and Analysis 
Since the project has been executed into four different stages each stage results 
and its corresponding analysis is highlighted below. 
8.1 Stage 1: Market Research and Filtering 
After applying each filter parameters the number of companies satisfying the 
parameters was slowly going down and finally left with 5 companies as the result 
for stage one as shown in table below. 
Table 8: Stage 1 Results  
Detailed result in Appendix: 5 
Company Name 
Cedar Consulting (UK) Ltd. 
Glue Reply Ltd. 
Mokum Change Management Ltd 
TDI Consulting Limited 
Differentia Consulting Ltd. 
 
Detail of values of each parameter for each company is given in Appendix: 5.  
Analysis of Result 
These 5 companies satisfy all the filter parameters of the acquired company 
Sierra Atlantic. The detailed result (Appendix: 5) that is value for each filter 
parameters suggests which company fits how much from which perspectives of 
the acquired company. Since Sierra Atlantic gives high preference to a 
Management Consultancy (MC) based company rather than Systems Integrator 
(SI), as highlighted by its parameter score, Cedar Consulting (UK) Ltd. and Glue 
Reply Ltd. have better chances as they are MC based companies. Mokum being 
WKH RQO\ µ3ODWLQXP¶ PHPEHU RI 2UDFOH FDQ DWWUDFW WKH DFTXLUHU whereas Glue 
Reply Ltd. and Differentia Consulting Ltd. are having the lowest certification of 
Oracle. Cedar Consulting (UK) Ltd. and Mokum Change Management Ltd suits 
exactly the revenue required, and especially revenue from oracle business 
parameter of Sierra Atlantic. TDI Consulting Limited with 11 fortune 500 (Global, 
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Europe & UK) companies can motive Sierra Atlantic for its acquisition. TDI 
Consulting Limited and Differentia Consulting Ltd. have region of operations 
other than UK which could be added advantage if Sierra Atlantic is looking to 
expand its business outside UK. Lastly, Mokum Change Management Ltd has 
expanded its business in all the 3 sectors of business viz. Banking and Finance 
(B&F), Life Science and Manufacturing, and considering future strategic 
expansion of Sierra Atlantic in B&F and Life science may attract Sierra Atlantic to 
acquire it. 
8.2 Stage 2: Ranking Companies 
After applying the formula as shown in methodology for stage 2, the resulted 5 
companies of stage 1 is ranked and the result of stage 2 is highlighted in the 
table below. 
Table 9: Stage 2 Results 
Rank Company Name Points 
1 Mokum Change Management Ltd 231 
2 Differentia Consulting Ltd. 172 
3 Cedar Consulting (UK) Ltd. 167 
4 TDI Consulting Limited 161 
5 Glue Reply Ltd. 124 
 
Analysis of Result: 
7KH JUDSK EHORZ VKRZV WKH VFRULQJ RI HDFK FRPSDQ\ ZLWK µMokum Change 
Management Ltd¶ UDQNLQJ ILUVW LQ WKH OLVW with way ahead score of 231. The 
second group of companies for example Differentia Consulting Ltd., Cedar 
Consulting (UK) Ltd. and TDI Consulting Limited has neck-to-neck scores 
whereas Glue Reply Ltd scores the min score of 124.  
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Figure 19: Stage 2 Results 
 
Since, these filter parameters represented various strategic fit, organisational fit 
and various business and future growth strategies of Sierra Atlantic, the 
maximum scorer might be the best candidate for acquisition by Sierra Atlantic at 
this stage. Thus, at this stage Mokum Change Management Ltd. seems to be the 
best candidate for acquisition, whereas Glue Reply Ltd. attracts the minimum. 
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8.3 Stage 3: Financial Evaluation of Companies 
8.3.1 DCF Method 
After applying the DCF method of valuation for each scenario (as highlighted in 
earlier section of Implementation of Methodology) of each company, the high 
level valuation results of each company is given below. 
 
Table 10: DCF Method - Mokum's High-Level Valuation 
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Table 11: DCF Method - Differentia High-Level Valuation 
 
 
Table 12: DCF Method - Cedar High-Level Valuation 
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Figure 20: Mokum's Valuation Range - Scenario Analysis 
Where  
 DCF Range: Range of firm value following DCF method of valuation. 
 DCF Base Case Valuation: Firm value considering the base case valuation 
following DCF method of valuation 
 DCF Weighted Average Valuation: Firm value considering all the 4 
scenarios assuming equal probability to each scenario, following DCF 
methodof valuation 
 The four scenarios are Base Case Valuation (based on normal expected 
forecastings), No growth, loss and growth scenarios. 
 
Analysis of Result: 
The results of Mokum suggest that considering all four scenarios, the firm value 
can range from GBP 4.5 millions to GBP 12.8 millions as shown in chart given 
below.  
 
 
The base case valuation firm value is a bit nearer to higher value of this range 
with GBP 10 millions. But the firm value considering all 4 cases and giving equal 
probability to each scenarios, that is weighted average of firm value is about 
GBP 8.3 millions. The payback period and return on investments (ROI), as asked 
by client for it, indicates that just over 13 years is enough to break even the 
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Figure 21: Differentia Valuation Range - Scenario Analysis 
investment of acquisition and a return of 18.76% can be achieved at  the end of 
5years on the investment. 
On the other hand, Differentia is a fast growing company with a growth percent 
of over 50, thus considering all 4 scenarios the firm value ranges greatly from 
GBP 5.5 millions to GBP 294 millions as shown in chart.  
 
 
The base case valuation and weighted average of all four cases have almost 
nearer firm values of GBP 136 millions and GBP 114 millions respectively. The 
payback period and return on investments (ROI), suggests that almost 11 years 
is required to meet the break even point of the investment of acquisition and 
only a return of 7.74% can be achieved at the end of 5years on the investment. 
Thus, the company very bad in loss scenario and exceptionally good during 
growth scenario contributing to the wide range for the firm value. 
Lastly, Cedar is a slow growing company with a growth percent of only just over 
3%, thus considering all 4 scenarios the firm value ranges just from GBP 7.7 
millions to GBP 8.4 millions as shown in chart. 
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Figure 22: Cedar's Valuation Range - Scenario Analysis 
 
 
The base case valuation firm value is almost nearer to higher value of this range 
with GBP 8.37 millions. But the firm value considering all 4 cases the weighted 
average of firm value is about GBP 8.1 millions.  The payback period and return 
on investments (ROI), suggests that just over 16.5 years is enough to  break 
even of the investment of acquisition and high return of 26.5% can be achieved 
at the end of 5years on the investment.  
Considering all the three companies, Cedar presents a very short range for the 
firm value, whereas Differentia¶V YDOXDWLRQ SUHVHQWV D YHU\ZLGH UDQJH RI ILUP
values. Differentia being a fast growing company with great performance during 
recessions too, actually produces a huge terminal value resulting in a high firm 
value for the normal base case valuation. Accordingly, to client due to above 
reasons Differentia DCF firm value range is appearing so wide and huge. The 
literature review of DCF method as described in earlier sections, suggest that 
DCF is the most aapropriate, most accurate firm value and most commonly used 
in industry. But based on the feedback of the client, 2 companies out of 3 
companies valuation using DCF method appears to indicate most appropriate 
and accurate result.  
Moreover, looking into the payback period of each company, Differentia requires 
just about 10.78 years to meet the break even of the investment whereas Cedar 
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requires the maximum payback period of 16.61 years. Typically, Sierra Atlantic 
tolerate for about 5 to 7 years of payback period for an internal project, but the 
acquisition of these companies require a greater payback period. Differentia  
being a fast growing company with revenue growth rate of more than 50%, 
compared to Mokum and Cedar, has min payback period. Again, cedar has the 
least and very slow revenue growth rate of just 3.33%, leading to highest 
payback period. 
The return on investment at the end of 5 years is best for Cedar at 26.50% and 
the worse being for Differentia at 7.74%. 
8.3.2 EBITDA Multiples 
After applying the comparable method of valuation for each scenario (as 
highlighted in earlier section of Implementation of Methodology) of each 
company, the high level valuation results of each company is given below. 
Table 13: Comparable Method - Mokum's High-Level Valuation 
 
 
Table 14: Comparable Method - Differentia's High-Level Valuation 
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Table 15: Comparable Method - Cedar's High-Level Valuation 
 
 
Analysis of Result: 
The result indicates that the firm value of Cedar is minimum among the three 
companies, ranging from GBP 3.97 millions to GBP 4 millions, followed by 
Mokum from GBP 4.3 millions to GBP 6.9 millions, and Differentia from GBP 7.5 
millions to GBP 13 millions. In terms of weighted average Cedar has the 
minimum firm value of GBP 4 millions whereas Differentia is ahead of all the 
three firms with GBP 10.3 millions.  
Comparing the results using both mehods of firm valuation, indicates a great 
difference in values. Considering the weightage average of firm value by DCF 
method suggests firm value of 8.3, 114 and 8.1 million pounds whereas EBITDA 
multiple suggests 5.6, 10.3, 4 million pounds for Mokum, Differentia and Cedar 
respectively, reflecting a great difference in firm values. The DCF range of firm 
values for Differentia was too huge ranging from 5.5 to 294 million pounds which 
is quite sensible using EBITDA multiples ranging from 7.5 to 13 million pounds. 
As per the client request the results of each method for each company is kept 
separate so as to understand the effect of each methods seperately and make 
rational decision about the firm value and acquisition.  
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8.4 Stage 4: Identification of Non-Financial Factors 
After the financial valuation results of the selected three firms, it makes sense to 
highlight briefly some of the potential synergies which could be possible by the 
acquisition of each of the firm, justifying why to buy the firm strongly. It is clear 
from client meetings and the introduction as highlighted in earlier section, Sierra 
Atlantic is motivated by the inorganic growth and synergy which a merger and 
acquisition could bring to the company. Currently, the company is recognised as 
Oracle Service Provider and the new oracle economy, apart from Oracle E-
Business Suite (ERP14), includes Agile15, PeopleSoft16, BEA17, JD Edwards18, 
Siebel19 (Sierra Atlantic, 2010) (Oracle, Oracle - Software.Hardware.Complete, 
2010). Looking into Sierra Atlantic business experience and considering the fact 
that some parts of new oracle economy are just being added recently (Oracle, 
Oracle Acquisitions, 2010), the company is still diversifying in some part of the 
QHZ RUDFOH HFRQRP\ ORZHULQJ WKH ILUP¶V ORVV ULVN DQG LQFUHDVLQJ WKH ILUP¶V
attractiveness to investors, as highlighted in literature review section. The 
results of non financial analysis for each of selected companies considering their 
detailed company profiles (Appendix: 6) are given below. 
Mokum Change Management Ltd. 
Some of the potential synergies and benefits which Mokum could bring to the 
Sierra Atlantic are ± 
 
Strategic Benefits: Sierra Atlantic, headquartered in Silicon Valley (USA), is still 
entering the UK market. On the other hand, Mokum Change Management Ltd, a 
SODWLQXP OHYHO RUDFOH FHUWLILHG SDUWQHU LV RQH RI WKH 8.¶V ODUJHVW SURYLGHUV RI
oracle consulting services with excellent reputation of delivering quality business 
solution based on oracle technology (Mokum, 2010). Considering the reputation 
of Mokum in UK market together with their oracle technology focus in UK market 
can result a strategic benefit to Sierra Atlantic on acquisition of Mokum. 
                                       
14 Enterprise Resource Planning 
15 Products of Agile, a leading provider of product lifecycle management (PLM) software solutions 
16 Products of PeopleSoft, Inc - Human Resource Management Systems (HRMS) and CRM 
17
 Products of BEA Systems, Inc 
18 An ERP 
19 Products of Siebel CRM Systems, Inc 
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Moreover, current focus of Sierra Atlantic is to expand its business in sectors 
e.g. banking & finance, life science and manufacturing /RRNLQJ LQWR 0RNXP¶V
LQGXVWU\H[SHULHQFHLW¶VDOUHDG\EHLQJZRUNLQJVXFFHVVIXOO\LQ banking & finance, 
life science and manufacturing sectors. Thus, the acquisition of Mokum could 
help to achieve their expansion strategy into the given sectors. 
Since, both Sierra Atlantic and Mokum are Management Consultancy (MC) of 
oracle partner type with platinum level of oracle certification, there will be a 
sense of alignment between the companies focus which can help Sierra Atlantic 
to grow faster in UK market. Moreover, both being platinum level of oracle 
certification, there could be a possible match in the quality of work delivered to 
the client, resulting less integration problem in terms of quality. 
 
Cost Reduction: 6LQFHDIWHUDFTXLVLWLRQERWK0RNXP¶VDQG6LHUUD$WODQWLF¶VIRFXV
would be Oracle Applications and database products, thus the combined firm can 
attain greater operating efficiency than two firms separately. 
 
Complementary Resources: As highlighted in literature review of resources plays 
an important role in the success of M&As. A close analysis of Mokum suggests 
that the company specializes exclusively in Oracle Applications and database 
products delivery quality work in implementation, upgrade, and enhancement 
projects of Oracle E-Business Suite (Mokum, 2010). Thus, they have excellent 
resource pool of oracle applications and database products. Through acquisition 
of Mokum, Sierra Atlantic could acquire these specialized resources and exploit 
further creating huge value for the company. Moreover, after acquisition the 
resource pool of oracle applications and database can be revalued to remove 
inefficient resources resulting in saving cost with the increase in the quality of 
resources. 
0RNXP¶VSURGXFW µ0RNXP Financial Analyser¶ LVDSRZHUIXOSURGXFWZKLFKWXUQV
Excel into a powerful analytical tool overnight (Mokum, 2010), can further be 
exploited by Sierra Atlantic which can help them to capture the banking and 
financial sector market more quickly. 
 
Capturing International Brand Names: Evaluating the M&A filter parameters of 
Sierra Atlantic, it is clear that the company is looking to acquire some renowned 
 
 
95 | P a g e  
Confidential-Sierra Atlantic 
international brand names. Mokum is working with renowned brand name 
companies like Alliance Trust PLC, BP Coryton, UNITE and Schroders. These 
names could well attract Sierra Atlantic for acquisition. 
 
Potential barriers: Mokum Change Management Ltd. is established in 1997, is a 
13 years old company in UK (Mokum, 2010). Most of the time older companies 
already have established cultures and processes in place as compared to 
younger one of 5-6 years since they are still evolving. Moreover, the literature 
review highlighted the importance of organisation culture in the success of 
M&As. Thus, considering the age of Mokum there could be a possibility of 
integration problems in terms of organisation culture and processes. 
Moreover, considering the age and experience of Mokum in UK market, they may 
not be open to acquisition. 
 
Differentia Consulting Ltd 
Some of the potential synergies and benefits which Differentia could bring to 
Sierra Atlantic are ± 
 
Strategic Benefits: As Sierra Atlantic, is still entering the UK market, whereas 
Differentia is already an established UK based independent ERP centric firm 
(Differentia, 2010). Considering the oracle technology focus of Differentia in UK 
market, can result some strategic benefit to Sierra Atlantic on its acquisition and 
help to expand its business in UK. 
Moreover, apart from UK, the current focus of Sierra Atlantic is to expand its 
operation of business especially in Nordics and Benelux regions. Looking into 
'LIIHUHQWLD¶V UHJLRQ RI RSHUDWLRQ FRQVLGHULQJ WKH SUHVHQFH RI LWV FOLHQWV
(Differentia, 2010), it has worked some part of Nordics region especially Norway, 
which could help Sierra Atlantic to expand its business not only in UK but also in 
Norway, which is in line with the its current expansion strategy. 
Since, both Sierra Atlantic and Differentia are Management Consultancy (MC) of 
oracle partner type, there will be a sense of alignment between the companies 
focus which can help Sierra Atlantic to grow faster in UK market.  
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Cost Reduction: 6LQFH DIWHU DFTXLVLWLRQ ERWK 'LIIHUHQWLD¶V DQG 6LHUUD $WODQWLF¶V
focus would be JD Edwards, PeopleSoft and Oracle Applications, thus the 
combined firm can attain greater operating efficiency than two firms separately. 
 
Complementary Resources: As highlighted in literature review of resources plays 
an important role in the success of M&As. A close analysis of Differentia suggests 
that the company is an independent ERP centric UK based firm. It experience 
centralized mostly around JD Edwards20 and its different versions on multiple 
platforms including the merged; Oracle, PeopleSoft, and JD Edwards (Differentia, 
2010). Thus, they have good resource pool of Oracle, PeopleSoft and especially 
JD Edwards. Since, Sierra Atlantic is still diversifying in some part of the new 
oracle economy the acquisition of Differentia, could bring these specialized 
resources in Oracle, PeopleSoft and especially JD Edwards, which can be exploit 
further creating huge value for the company. Moreover, after acquisition the 
resource pool of JD Edwards, Oracle and PeopleSoft21 can be revalued to remove 
inefficient resources resulting in saving cost with the increase in the quality of 
resources. 
Moreover, Differentia claims to have the strongest CNC team in the UK (Nigel 
Sanders and Simon Phillips) which can be exploited further by Sierra Atlantic. 
 
Possible barriers: Merger and Acquisitions are often critiqued by the potential 
integration problem of organisational culture and processes, as highlighted in 
literature review of role of organisation culture in the success of M&As. Looking 
into Differentia, established in 2002 is just 8 years old, their organisational 
FXOWXUHDQGSURFHVVHVDUHH[SHFWHGWRVWLOOHYROYLQJWKDQ0RNXP¶V7KXVWKHUH
could bHOHVVLQWHJUDWLRQEDUULHUVWKDQ0RNXP¶VEXWVWLOOH[LVW 
Sierra Atlantic is Platinum level of oracle certification whereas Differentia is just 
a simple oracle certified company. Thus, there could be potential difference in 
standard of level of work delivered by each. Hence, there could be potential 
integration problems related to this area which should be taken care. 
                                       
20 An Enterprise Resource Planning (ERP) package of Oracle 
21 An Enterprise Resource Planning (ERP) package of Oracle 
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One of the motivation factors of acquisition for Sierra Atlantic is working for big 
brand name companies. Since, Differentia does not have any big brand name 
clients involve with them; Sierra Atlantic may consider it as minus point and 
think before acquiring it. 
 
Cedar Consulting (UK) Ltd 
Some of the potential synergies and benefits which Cedar could bring to the 
Sierra Atlantic are ± 
 
Strategic Benefits: Sierra Atlantic, headquartered in Silicon Valley (USA), is still 
new to UK market. On the other hand, Cedar Consulting (UK) Ltd, a gold level 
oracle certified partner, works exclusively within the PeopleSoft ERP and Oracle 
Simply arenas with offices in UK, Switzerland, Australia and India (Cedar, 2010). 
Considering the reputation of Cedar in UK market together with their oracle 
technology focus, especially PeopleSoft, of Cedar in UK market, can result some 
strategic benefit to Sierra Atlantic on its acquisition and help to expand its 
business in UK. 
Since, both Sierra Atlantic and Cedar are Systems Integrator (SI) of oracle 
partner type with platinum and gold level of oracle certification respectively, 
there is an expected sense of alignment between the companies focus which can 
help Sierra Atlantic to grow faster in UK market. Moreover, both being higher 
(platinum and gold) level of oracle certification, there could be a possible match 
in the quality of work delivered to the client, resulting less integration problem in 
terms of quality. 
 
Cost Reduction: Since, after acquisition both Cedar¶VDQG6LHUUD$WODQWLF¶VIRFXV 
would be PeopleSoft and Oracle Applications, thus the combined firm can attain 
greater operating efficiency than two firms separately. 
 
Complementary Resources: As highlighted in literature review of resources plays 
an important role in the success of M&As. A close analysis of Cedar suggests that 
the company specializes exclusively in PeopleSoft delivery quality work in 
implementation, upgrade, and enhancement projects of PeopleSoft (Cedar, 
2010). Thus, they have excellent resource pool of PeopleSoft. Through 
 
 
98 | P a g e  
Confidential-Sierra Atlantic 
acquisition of Cedar, Sierra Atlantic could acquire these specialized resources in 
PeopleSoft and exploit further creating huge value for the company. Moreover, 
after acquisition the resource pool of PeopleSoft can be revalued to remove 
inefficient resources resulting in saving cost with the increase in the quality of 
resources. 
 
Capturing International Brand Names: Evaluating the M&A filter parameters of 
Sierra Atlantic, it is clear that the company is looking to acquire some renowned 
international brand names. Cedar is working with some of renowned brand name 
companies e.g. Saint-Gobain which could attract Sierra Atlantic for its 
acquisition, though it has less number of big brand clients than Mokum. 
 
Potential barriers: Cedar Consulting (UK) Ltd is established in 1995, is a 15 
years old company in UK (Cedar, 2010). As identified earlier, most of the time 
older companies already have established cultures and processes in place as 
compared to younger one of 5-6 years since they are still evolving. The 
literature review also highlighted the importance of organisation culture in the 
success of M&As. Thus, considering the age of Cedar there could be a possibility 
of integration problems in terms of organisation culture and processes. 
Moreover, considering the age and experience of cedar in UK market and 
international, they may not be open to acquisition. 
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9. Sensitivity Analysis of important assumptions 
The most important part of the project where significant assumptions are made 
in order to evaluate the firm value is the financial evaluation stage of the 
project. The important variables, whose values are assumed and can change the 
results i.e. the firm value, significantly are given below. 
 The value of cost of capital 
 Forecasted revenue growth of company 
 Ratio of Cost of sales to revenue ± considering IT industry where labours 
are the main resources which increases with inflation 
 Terminal Value growth rate 
In order to perform the sensitivity analysis let us consider the firm ± Mokum 
Change Management Ltd. Now, varying individual parameter one at a time 
keeping the other parameters constant following details as shown in table below 
can be generated. (Calculations Appendix: 8) 
 Table 16: Sensitivity Analysis I 
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 Table 17: Sensitivity Analysis II 
 
Thus, consider the above tables, it can easily be suggested that ratio of cost of 
sales to revenue is the most sensitive key variable, as it changes in greater 
range than other parameters, followed mostly by cost of capital, revenue growth 
rate and terminal value growth rate respectively. 
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10. Risk Analysis 
This section identifies the risk related to the project outputs, which are important 
to be taken care for the effective and accurate results. 
The most important parameters which should be considered in this case, is the 
sources of data. Most important sources of data for this project are highlighted 
in data section earlier. As highlighted in the data limitations there could be a 
possibility of inaccuracy of data collected from the source. As Mokum, Differentia 
and Cedar itself are small companies there data are not readily available as it is 
not published by them. Thus, the financial data from sources like OneSource and 
FAME and mostly manipulated data in comparison with other companies in the 
industry. Depending on the accuracy of data the results could change drastically. 
0RUHRYHUFRPSDQ\¶VZHEVLWHs are used for understanding its business and other 
details, based on which different stages of the project are executed like synergy 
points, evaluation of filter parameters etc. These websites are basically made for 
the target clients for business and could be over portrayed, thus leading to 
inaccurate results. 
As DCF and comparable method of firm valuation is followed to estimate the firm 
value, which itself depends on limitation of CAPM, WACC etc as highlighted in 
the limitations of each components of the methodology. Moreover, there could 
other potential valuation method which is not followed here could result more 
accurate results. Even the comparable method depends on the fact that how 
accurate of comparable company is with respect to the target company. 
Moreover, the industry EBITDA includes the values for all sizes of the company 
that are present in the market and the selected companies are small sized 
companies. Thus, the firm value may not be as accurate. 
The value of Beta, risk free rate and risk premium may change depending on 
VRXUFHIURPZKHUHLW¶VFROOHFWHGZKLFKPD\FKDQJHWKHUHVXOWVDFFRUGLQJO\ 
Thus, all these parameters together with the limitation of as highlighted in data 
and each methodology sections are the potential risk associated with the project 
results. 
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11. Recommendations & Conclusion 
After scanning the whole UK IT market, the top three companies which cleared 
stage 2 of the project are - Mokum, Differentia and Cedar in this particular 
order. Since, all the three companies passed the stage 2 of the project, it is clear 
that all the three companies are suitable candidates for acquisition by Sierra 
Atlantic in their particular ranking, as they match most of the business and 
future goal requirement of Sierra Atlantic. A detailed financial and non-financial 
due diligence has been carried out and based on which considering few 
parameters following recommendations can be made ± 
¾ Based on the acquisition budget which Sierra Atlantic is willing to expend 
looking into the UK business condition is an important driving factor of 
decision. 
Considering the DCF method of valuation, the base case and weighted 
average valuation of each company is ± 
Table 18: DCF & Comparable Methods Valuation figures 
 
If Sierra Atlantic is looking for a low budget acquisition, then the both 
methods suggests Cedar Consulting (UK) Ltd. as the appropriate candidate 
for acquisition as highlighted above. 
¾ The payback period could be another potential driving factor for making 
decision of this acquisition. The payback period of each company considering 
the base case of DCF method is given below - 
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Table 19: Payback Period of Companies 
     
In case Sierra Atlantic is looking to invest in an acquisition with minimum 
payback period then Differentia being a fast growing company could be the 
appropriate candidate for acquisition as highlighted above. 
¾ Investors often look from the point of view of return on investment at 3 or 5 
years of investment. Considering this factor the ROI at 3yrs and 5yrs are 
given below for the base case DCF valuation. 
Table 20: ROI of each company 
     
Considering the return on investment of this acquisition after 3 and 5 years, 
Sierra Atlantic may opt to invest money in Cedar Consulting (UK) Ltd. by 
acquiring it. 
 
¾ If Sierra Atlantic is willing to acquire a company with maximum synergy 
possible, having least barriers to acquisition, then the non-financial analysis 
of the selected three companies suggest Mokum Change Management Ltd. as 
the appropriate candidate for acquisition. 
 
¾ If the main idea behind this acquisition is acquiring oracle skills in which the 
company lacks and the acquisition of it could fill the required skill set gap and 
prosper the company greatly, then Sierra Atlantic could review the list of skill 
sets possessed by each company as given in table below. 
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Table 21: Skill Sets of Companies 
     
Then based on the required skill sets, the company can make a decision to 
acquire a company among the list or may acquire none. 
¾ Finally, if Sierra Atlantic is flexible to its acquisition budget and happy with 
medium sized payback period and ROI but with maximum synergy and 
effective strategic fit, then Mokum Change Management Ltd. will be the 
appropriate choice. Moreover, it clears the stage 2, i.e. filtering stage of the 
project with maximum score among all the selected companies. 
It should be noted that all above recommendations described are subject to the 
assumptions made during the evaluation process together with the possible risk 
as highlighted in the risk analysis section earlier. 
Thus, the project scanned UK market and based on financial and non-financial 
analysis, three companies are identified and recommendations are made to 
achieve the objective of the project. 
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12. Appendices 
12.1 Appendix 1: Income statements and Balance Sheets 
12.1.1 Mokum Change Management Ltd. 
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12.1.2 Differentia Consulting Ltd 
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12.1.3 Cedar Consulting (UK) Ltd 
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12.2 Appendix 2: Pro Formas 
12.2.1 Mokum Change Management Ltd 
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12.2.2 Differentia Consulting Ltd 
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12.2.3 Cedar Consulting (UK) Ltd 
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12.3 Appendix 3: Cost of Capital, Cash Flows and Firm 
Value 
12.3.1 Mokum Change Management Ltd 
 
 
COST OF CAPITAL
Risk free rate is considered for 5yrs.
Risk on return market of FTSE small cap is considered for the calculation.
Beta of technology industry is considered.
WACC = Re * (E/E+D) + Rd * (1-T) * (D/E+D)
Re = Rf  +  ɴ ? ?Zŵ ?ZĨ ?
5 years Rf value at August 2, 2010 1.98
Risk Premium Rm -Rf= 4.5
Beta of Technology Industry (ɴ) 0.49
Re % 4.185
Re 0.04185
31-May-2009
Equity (E) 4,83,216
Debt (D) 4,37,769
E+D 9,20,985
E/(E+D) 0.52467304
D/(E+D) 0.47532696
Rd 0.1225
T 25.15%
WACC 0.065548338 6.55%
Source:
Risk free rate http://www.yieldcurve.com/marketyieldcurve.asp
Risk Premium http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html 
Beta By comparable company method
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12.3.2 Differentia Consulting Ltd 
 
 
 
COST OF CAPITAL
Risk free rate is considered for 5yrs.
Risk on return market of FTSE small cap is considered for the calculation.
Beta of technology industry is considered.
WACC = Re * (E/E+D) + Rd * (1-T) * (D/E+D)
Re = Rf  +  ɴ ? ?Zŵ ?ZĨ ?
5 years Rf value at August 2, 2010 1.98
Risk Premium Rm -Rf= 4.5
Beta of Technology Industry (ɴ) 1.02
Re % 4.5504
Re 0.045504
31-May-2009
Equity (E) 11,532
Debt (D) 0
E+D 11,532
E/(E+D) 1
D/(E+D) 0
Rd 0.0000
T 26.33%
WACC 0.045504 4.55%
Source:
Risk Free rate http://www.yieldcurve.com/marketyieldcurve.asp 
Risk premium http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html
Beta IT Industry standard, FTSE-Actuaries, London Business Scool (Apr-Jun 2009)
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12.3.3 Cedar Consulting (UK) Ltd 
 
 
 
COST OF CAPITAL
Risk free rate is considered for 5yrs.
Risk on return market of FTSE small cap is considered for the calculation.
Beta of technology industry is considered.
WACC = Re * (E/E+D) + Rd * (1-T) * (D/E+D)
Re = Rf  +  ɴ 踀  ?Zŵ ?ZĨ ?
5 years Rf value at August 2, 2010 1.98
Rm - Rf= 4.5
Beta of Technology Industry (ɴ) 1.02
Re % 6.57
Re 0.0657
31-May-2009
Equity (E) 14,38,509
Debt (D) 0
E+D 14,38,509
E/(E+D) 1
D/(E+D) 0
Rd 0.0000
T 5.00%
WACC 0.0657 6.57%
Source:
Risk Free rate http://www.yieldcurve.com/marketyieldcurve.asp 
Risk premium http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html
Beta IT Industry standard, FTSE-Actuaries, London Business Scool (Apr-Jun 2009)
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12.4 Appendix 4: EBITDA Multiples 
12.4.1 Mokum Change Management Ltd 
 
 ** For simplicity, it has been assumed that all values are at the same date like 
Market value of equity, EBITDA, long term liabilities, cash etc. 
 
Cases EBITDA Multiples Probability
Comparable Company EBITDA Multiple 15.65 50%
Industry EBITDA Multiples (2010) 9.72 50%
EBITDA of Mokum 4,37,851£          * PL a/c of Differentia 31-May-2009
Enterprise value range 42,55,912£        to 68,52,368£  
Enterprise value Weighted Average 55,54,140£        
MOKUM CHANGE MANAGEMENT LTD
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12.4.2 Differentia Consulting Ltd 
 
  ** For simplicity, it has been assumed that all values are at the same date like 
Market value of equity, EBITDA, long term liabilities, cash etc. 
  
Cases EBITDA Multiples Probability
Comparable Company EBITDA Multiple 16.87 50%
Industry EBITDA Multiples (2010) 9.72 50%
EBITDA of Differentia 7,71,507£          * PL a/c of Differentia 31-Mar-2010
Enterprise value range 74,99,048£        to 1,30,15,323£     
Enterprise value Weighted Average 1,02,57,186£    
DIFFERENTIA CONSULTING LTD.
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12.4.3 Cedar Consulting (UK) Ltd 
** For simplicity, it has been assumed that all values are at the same date like 
Market value of equity, EBITDA, long term liabilities, cash etc. 
 
Cases EBITDA Multiples Probability
Comparable Company EBITDA Multiple 9.85 50%
Industry EBITDA Multiples (2010) 9.72 50%
EBITDA of Cedar 4,08,884£          * PL a/c of Differentia 31-Mar-2009
Enterprise value range 39,74,352£        to 40,27,507£        
Enterprise value Weighted Average 40,00,930£        
Cedar Consulting (UK) Ltd.
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12.5 Appendix 5: Detail Results 
12.5.1 Results Stage 1 & 2 
Various intermediate results while scanning UK market for stage1. 
 
 
 
 
 
Commpany Name Partner Type Membership Level
Age:Company 
Website Age: Oracle Site
Age of Company
>5 to <15 years old
Patech Solutions Limited SI  Platinum  13 21 13
Edenbrook Solutions Limited SI  Platinum  9 9
Atos Origin IT Services UK LTD SI  Platinum  10 10
Inatech Solutions Limited SI  Platinum  8 8
Veriton Limited SI  Gold  14 14
Ether Solutions SI  Gold  10 10
Adept Management Ltd SI  Gold  9 9
Cedar Consulting SI  Gold  15 15
Larsen and Toubro Infotech Limited SI  Gold  13 13
Developing World Systems Limited SI  Gold  12 12
IT-Action SI  Gold  11 11
Paragon Consulting Group Ltd SI Solution Catalog 12 12
Lightsout Computer Services SI Solution Catalog 17 10 10
Percipient SI Solution Catalog 6 6
Quintessence Systems Limited SI Solution Catalog 12 12
Shepperton Limited SI Solution Catalog 15 15
Glue Limited SI Solution Catalog 11 11
Solidnet Solutions Limited SI Solution Catalog
Merged and 
recreated in 2006 11 11
Blue Dun Ltd. SI Solution Catalog 9 9
MagenTys SI Solution Catalog/Gold
Merged with a 19yr 
old company in Feb-
2010 9 9
OraScope Solutions Limited SI Solution Catalog/Platinum 5 5
CCM Solutions Ltd SI Solution Catalog 5 5
	Mokum Change Management Ltd MC  Platinum  13 13
Symatrix Limited MC  Platinum  11 11
Joraph Managed Services Limited MC  Gold  8 8
Aircom International Ltd MC  Gold  15 15
Sabio Ltd MC  Gold  12 110 12
GloriSys Limited MC  Gold  9 9
TDI Consulting Limited MC  Gold  8 8
Estafet Ltd MC  Gold  9 9
Casantey Business Systems Solutions Ltd MC  Gold  6 6
Linxcel Europe Ltd MC  Gold  10 10
The Connect Partnership UK Ltd MC  Gold  10 10
Aspective MC  Gold  11 11
Jobware Ltd. MC  Gold  5 5
Enigen UK limited MC  Gold  6 6
PDG Consulting Limited MC  Gold  12 12
Differentia Consulting Ltd. MC Solution Catalog 8 8
Knighton Consulting Limited MC Solution Catalog 7 7
Square One Resources MC Solution Catalog 15 15
Partner Type Membership Level
Age of Company

>5 to <15 ys old
Cedar Consulting (UK) Ltd. SI Gold 15 Y-5 5.40
Glue Reply Ltd. SI Solution Catalog 11 Y-4 14.23
	Mokum Change Management Ltd MC Platinum 13 Y-4 7.82
Sabio Ltd MC Gold 12 Y-5 29.57
TDI Consulting Limited MC Gold 8 Y-2* 2.65
Differentia Consulting Ltd. MC Solution Catalog 8 Y-5 7.20
Commpany Name
Financial 
Data
3-5yrs
Revenue ($, 
million) 
>=2 and <= 
15 (31-Mar-
2009)
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Scoring of passed companies 
Company Name 
Partner 
Type 
Secondary 
SI-
MC 
Points 
Membership  
Level 
Membership 
Points 
Company 
Age Age 
Points 5<=Age<
=15  
Weight     5   6   7 
Cedar Consulting 
(UK) Ltd. SI SI 3 Gold 3 15 2 
Glue Reply Ltd. SI SI 3 Solution Catalog 1 11 4 
Mokum Change 
Management Ltd MC x 2 Platinum 5 13 2 
TDI Consulting 
Limited MC 
Content  
Provider 2 Gold 3 8 4 
Differentia Consulting 
Ltd. MC x 2 Solution Catalog 1 8 4 
 
Company Name 
Financial  
Data 
3-5yrs 
Revenue  
($, 
million)  
>=2 and 
<= 15 
Revenue  
Points 
Revenue 
from  
Oracle 
service 
Revenue  
from 
Oracle  
Points 
No 
client 
DB  Client 
DB 
Points Fortune 
500 
Weight     10   8   6 
Cedar Consulting (UK) 
Ltd. Y-5 5.40 5 >=70% 5 1 1 
Glue Reply Ltd. Y-4 14.23 1 <40% 1 3 1 
Mokum Change 
Management Ltd Y-4 7.82 5 >=70% 5 4 3 
TDI Consulting Limited Y-2* 2.65 1 
>=40 & 
<70% 3 11 5 
Differentia Consulting 
Ltd. Y-5 7.20 5 >=70% 5 0 1 
 
Company Name 
Region of Operation 
Region 
of 
Operatio
n 
Points 
verticals 
Vertical 
Points 
Compa
ny 
Score 
UK Nordics 
Benelu
x 
B&F LS Manu 
Weight       8       9   
Cedar Consulting (UK) 
Ltd. Y  - - 3 - - - 0 167 
Glue Reply Ltd. Y - - 3 Y Y - 3 124 
Mokum Change 
Management Ltd Y - - 3 Y Y Y 5 231 
TDI Consulting Limited Y - Y 4 Y - - 1 161 
Differentia Consulting 
Ltd. Y Y - 4 - - - 0 172 
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12.6 Appendix 6: Company Profiles 
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12.7 Appendix 7: Merger and Acquisitions Review 
There are a number of literatures on Mergers and Acquisitions (M&As) 
highlighting various areas with respect to mergers and acquisitions. One on the 
literature where a number of articles and books are written is to understand the 
pattern of M&As activity. It is now well known that M&As happens in waves. In 
1993, Golbe and white were among the first to identify empirically the cyclical 
pattern of M&As activity. So far, five M&A waves have been inspected in the 
literature: Early 1900s, the 1920s, the 1960s, the 1980s and the 1990s, the 
most recent being outstanding especially in terms of size and geographical 
dispersion (Martynova & Renneboog, 2006). 
Since the world was in recession early years of 1990s had very low M&A activity. 
But slowly as the world 
economic growth picked up 
the world-wide M&A activity 
also picked up. Economic 
growth of USA, the 
acceleration of globalisation 
process, dismantling of 
trade barriers, increasing 
financial deregulation and 
increasing competition 
accelerated the M&A activity 
worldwide (Sloman & Hinde, 
2007). Figure 4 highlights 
the pattern of M&A world-
wide in recent years.  
  
    Figure 23: Mergers and acquisitions by target 
(deals valued at over $1 million) 
   Source: Mergers and Acquisitions Note (European 
Commission, DG ECFIN, April 2006) 
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During 1990s for the first time, the M&A activity in Europe hit similar levels as 
those experienced in US as the Continental European firms were as eager to 
participate as  their US and UK counterparts. It is generally considered that the 
introduction of Euro, 
technological innovation, 
globalisation process, 
privatisation and 
deregulation together 
with the financial market 
boom urged the European 
companies to participate 
in M&As (Martynova & 
Renneboog, 2006). 
With the economic 
slowdown after 2000 the 
worldwide pattern of M&A 
activity was changing  and 
thus European and US 
companies stated looking 
to other part of the world to expand their M&A activities as shown in figure 
below (Sloman & Hinde, 2007).  
For the first time in 2006 which is considered as the record year for M&A, when 
the annual value of the worldwide acquisition transactions exceeded US$ 4 
trillion, and cross-border acquisitions alone amounted to a record high of US$ 
1.3 trillion (Larsen, 2007). The trend continued in 2007 and during the first 
three month of the year the transaction value of global acquisitions US$ 1.13 
trillion, setting up a record for the busiest first quarter in acquisition history 
(Saigol & Politi, 2007). 
  
    Figure 24: Merger and acquisition by target region 
(% of total number) 
     Source: Mergers and Acquisitions Note (European 
Commission, DG ECFIN, October 2004) 
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Table below highlights the largest top 10 mergers & acquisition deals from 2000 
to 2006. 
Table 22: largest top 10 mergers & acquisition deals from 2000 to 2006 
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12.8 Appendix 8: Sensitivity Analysis Calculations 
Mokum Change Management Ltd. 
Original Firm Value: 
 
1% increase in Cost of Capital: 
 
% of change of firm value = (9,847,202 - 9,992,476)/ 9,992,476 = - 1.45% 
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1% decrease in Cost of Capital: 
 
% of change of firm value = (10,141,204 - 9,992,476)/ 9,992,476 = 1.49% 
Differentia Consulting Limited 
Original firm Value: 
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1% Increase in Cos of Capital: 
 
1% Decrease in Cost of Capital: 
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Cedar Consulting (UK) Ltd. 
Original Firm Value: 
 
 
1% Increase in Cost of Capital: 
 
  
 
 
145 | P a g e  
Confidential-Sierra Atlantic 
1% Decrease in Cost of Capitial: 
i  
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12.9 Appendix 9: Reasoning of each component of Pro 
Formas 
12.9.1 Mokum Change Management Ltd 
DCF Method: 
The reasoning for each components of income statement and balance sheet 
forecasting for Mokum for the base case valuation is heighted below. 
 
Base case valuation:  
 Since percent of sales method is followed for forecasting, firstly the 
growth rate of sales of the company is derived. Considering the past four 
\HDUVRIKLVWRULFDOGDWDRILQFRPHVWDWHPHQW$SSHQGL[WKHUHLVQ¶WDQ\
normal increasing or decreasing trend with respect to the turnover growth 
rate as it decrease from 36.51% (2006-07) to a negative value of -
28.26% (2007-08) and again it increases to 44.24% (2008-09), shown in 
table below.   
 
Table 23: 0RNXP¶V7XUQRYHU*URZWKUDWHIURPKLVWRULFDOGDWD 
 2006 ± 2007 2007 ± 2008 2008 ± 2009 
Growth % 36.51% -28.26% 44.24% 
 
7KH GHFUHDVH LQ FRPSDQ\¶V JURZWK GXULQJ -08 can be identified as 
the result of the recession, as highlighted in IT industry overview section. 
Despite the continuation of recession during the first half of 2009, the 
company manages to perform well with a growth rate of 44.24%. 
Considering the current industry review, the forecasted increase in IT 
VSHQGV SURMHFWV DQG WKH 0RNXP¶V VWUDWHJ\ WKH JURZWK UDWH IRU
forecasting is assumed to be 12.2%, which is the geometric mean of the 
last 3 years growth rates. Based on this growth rate future turnovers are 
forecasted. 
 The cost of sales and administrative expenses are almost consistent 
according to the past 4 years income statement and they increases or 
decreases with the increase or decrease in sales, which actually matches 
with the general idea that when sales or turnover increase the cost of 
 
 
147 | P a g e  
Confidential-Sierra Atlantic 
sales and other administrative cost should follow the sales. Considering 
this, the cost of sales and administrative expenses are projected based on 
the simple average of past data. 
 $VWKHFRPSRQHQWµ2WKHU7RWDO,QFRPH¶VHHPVWREHa non-recurring and 
negligible in value from the past historical data it is assumed to be zero in 
projection. 
 Looking into the past income statements, the interest rate paid for the 
interest on the long term liabilities is found to be increase and decrease 
alternatively, but looking into the recession and further expected growth 
in IT market as highlighted in earlier section, it is assumed that future 
interest rate should not be lower than the interest paid for 2009 (the last 
DYDLODEOH\HDUV¶ ILQDQFLDOV7hus, the interest rate of 2009 is considered 
for future forecasting and the value is assumed to be constant all through 
the forecasted period. Based on this interest rate, the interest paid is 
calculated considering the value of long term liabilities. 
 The tax rate applied on profit before tax is found to increase over years. 
Assuming the same government and its tax policies remains the same for 
the next 5 years, for simplicity, a constant the tax rate equal to the value 
of 2009 is considered for the forecasted period. Moreover, it is also 
assumed that the tax charged for the year is paid within the same 
financial years.  
 Looking in the past dividend and retained profit data and the size of 
company, Mokum withdraws all of its profit after tax in the form of 
dividends retaining almost no retained profit. Considering this pattern, the 
dividend is assumed to be 100% for the forecasted period with no 
retained profit. 
 Since, the company operates in IT industry, and the main asset of the 
firm includes computers and employees, the company actually do not 
require an increase in its fixed assets so often. Thus, looking into this 
nature of business, the client suggested that the fixed assets should not 
increase at such a higher rate as there the company might not use 100% 
of its efficiency. Thus, after discussing these factors with the client and 
considering all factors a growth of 4% on fixed assets is agreed and 
assumed hiding all the complexities of efficiency, company performance 
etc. for the forecasting of the base case valuation. 
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 Last 3years balance sheets suggest that the current assets and current 
liabilities are decreasing and increasing with sales, although the decrease 
is very less in comparison to the increase in value. Thus, it assumed and 
accordingly the current assets and current liabilities are derived as a 
percent of sales considering the latest percentage of revenue value of 
2009 for the forecasting. 
 One of the important suggestions made by the client is that the value of 
long term liabilities and shareholGHUV¶IXQGVKRXOGQRWFKDQJHGUDVWLFDOO\
/RRNLQJ LQWR WKH FRPSDQ\¶VGDWD WKH FRPSDQ\ LV WU\LQJ WREULQJGHEW WR
equity ratio close to 50-0RUHRYHUVLQFHLW¶VDJURZLQJFRPSDQ\DQGLW
already had a huge debt in the early stage, the company would not like to 
increase its gearing22. Thus after discussion with client the gearing of the 
company is agreed and assumed to be constant thorough the forecasting 
period. Thus, after projecting different values of forecasted balance sheet 
the deficit amount is equally divided between the shareholders fund and 
long term liability in order to keep the gearing constant. Based on this 
new value of long term liability the interest paid is derived. 
12.9.2 Differentia Consulting Ltd 
DCF 
The reasoning for each components of income statement and balance sheet 
forecasting for Differentia Consulting Ltd for the base case valuation is heighted 
below. 
Base case valuation:  
 Firstly, the growth rate of the turnover of the company is decided based 
on the past historical data (Appendix 1). In contrast to Mokum, Differentia 
Consulting Limited looks a fast growing company with a high average 
turnover of 52.63% for the last 3 years. Thus, there is an increasing 
pattern of revenue during the past 5years. 
 
 
 
                                       
22 The debt-to-equity ratio (total debt / total equity) is considered as gearing. 
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Table 24: 'LIIHUHQWLD¶V7XUQRYHU*URZWKUDWHIURPKLVWRULFDOGDWD 
 
2005 ± 
2006 
2006-
2007 
2007 ± 
2008 
2008 ± 2009 
Growth % -37.11% 30.40% 62.64% 64.86% 
 
Even during the economic down time the company really performed very 
well increased its revenue to a growth of 64.86% (2008-2009). 
Considering the current industry review, the forecasted increase in IT 
spends projects, and the 'LIIHUHQWLD¶V growth strategy, the growth rate for 
the forecasted period is assumed to be 52.63%, which is the average 
growth rate of the last 3 years growth rates. Based on this growth rate 
future turnovers are forecasted. 
 The cost of sales and administrative expenses are almost consistent 
behaviour according to the last 5 years income statements and they 
increases or decreases with the increase or decrease in sales, which 
actually matches with the general idea that when turnover increase the 
cost of sales and other administrative cost should follow the turnover. 
Considering this, the cost of sales and administrative expenses are 
projected based on the simple average of past data. 
 µ7RWDO2WKHU,QFRPHV	,QWHUHVWUHFHLYHG¶GRHVQRWVHHPWRKDYHDGLUHFW
relation with the sales. It basically includes incomes other than the main 
source of business and some interest received by clients. Assuming this 
factor, considering the growth % of this component makes more sense 
UDWKHUWKDQGHSHQGLQJRQVDOHVIRULW¶VIRUHFDVWLQJ,WLVLPSRUWDQWWRQRWH
that the growth percent of this component increase quickly from 5.55% 
(2008) to 90.88% (2009). Considering this increase in growth percent of 
this recurring component, together with the assumption that all other 
incomes related to IT business, apart from the main business, increases 
as the IT spend increases (as highlighted in the earlier section of IT 
industry forecasting), the average of last 2 years growth percent of the 
component is assumed and considered for forecasting future value of it. 
 Looking into the past income statements and balance sheets, interest paid 
by Differentia is negligible as because the company is basically running 
RQO\RQHTXLW\DQGGRQ¶WKDYHDQ\ORQJWHUPOLDELOLW\6LQFHWKHFRPSDQ\
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paid an interest of 916 GBP in 2009, the future interest is assumed to this 
negligible constant value for the forecasted period. 
 The tax rate applied on profit before tax is found to increase over years. 
Assuming the same government and its tax policies remains the same for 
the next 5 years, for simplicity, a constant the tax rate equal to the value 
of 2009 that is 26.33% is considered for the forecasted periods. Moreover, 
it is also assumed that the tax charged for the year is paid within the 
same financial years. 
 Looking in the past dividend and retained profit data and the size of 
company, Differentia withdraws all of its profit after tax in the form of 
dividends retaining almost no retained profit. Considering this pattern, the 
dividend rate of 2009 is considered and it is assumed to be 99.61% for 
the forecasted period with 0.39% of retained profit. 
 Since, the company operates in IT industry, and the main asset of the 
firm includes computers and employees, the company actually do not 
require an increase in its fixed assets so often. But looking into the past 
DQG DVVXPHG JURZWK UDWH RI 'LIIHUHQWLD WKH FRPSDQ\¶V FDSDFLW\ OHYHO
should be increased in order to meet the projected high turnovers 
successfully. Thus this case highlights some driving effect of increase in 
sales to the fixed asset of the company. Hence, the average of last 2years 
percentage of revenue figures of fixed assets is considered and assumed 
to find the percentage of revenue for the forecasted period. 
 Last 5years balance sheets suggest that the current asset and current 
liabilities are decreasing or increasing with respect to the decrease or 
increase in sales. As per client suggestion it is ok if the current assets and 
current liabilities are derived as a percent of sales. Looking into these 
facts and suggestions the average (arithmetic mean) of last 5years value 
of percent of revenue of this component is assumed to be percentage of 
revenue which is to be considered for forecasting of this component. 
 Past balance sheet suggests that, in contrast to Mukum, Differentia does 
not have any long term liabilities in its balance sheet. Considering this 
strategy of company, long term liability is assumed to be zero for the 
forecasted period. 
 During forecasting the shareholder fund is calculated by deducting current 
liabilities and long term liabilities from the total asset of the company. 
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Thus, the difference in balance sheet formas, if any after projecting all 
other components, is contributed by the shareholders fund that is the 
difference amount is raised though shareholders fund. 
12.9.3 Cedar Consulting (UK) Ltd 
DCF 
The reasoning for each components of income statement and balance sheet 
forecasting for Cedar Consulting (UK) Ltd for the base case valuation is heighted 
below. 
Base case valuation:  
 The forecast is basically driven by the growth percent of turnover which 
will be used to forecast turnover and all other factors of pro formas. 
Considering the past 5years data the growth percentage increases and 
decreases alternatively as shown below. 
 
Table 25&HGDU¶V7XUQRYHU*URZWKUDWHIURPKLVWRULFDOGDWD 
 
2005 ± 
2006 
2006-
2007 
2007 ± 
2008 
2008 ± 2009 
Growth % -17.40% 36.55% -9.35% 3.51% 
 
7KHGHFUHDVH LQ&HGDU¶V growth during 2007-08 can be identified as the 
result of the recession, as highlighted in IT industry overview section. 
Despite the continuation of recession during the first half of 2009, the 
company manages to recover from negative growth and performs well to 
record a growth rate of 3.51% for the year 2008-09. Now after reviewing 
the current industry situations, the forecasted increase in IT spends 
projects, and the Cedar¶Vrevenue pattern, the growth rate for forecasting 
is assumed to be 3.33%, which is the average of the last 5 years growth 
rates. Based on this growth rate future turnovers are forecasted. 
 The cost of sales and administrative expenses are almost consistent 
behaviour according to the last 5 years income statements and they 
increases or decreases with the increase or decrease in sales, which 
actually matches with the general idea that when turnover increase the 
cost of sales and other administrative cost should follow the turnover. 
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Considering this, the cost of sales and administrative expenses are 
projected based on the simple average of past data. 
 µ7RWDO2WKHU,QFRPHV	,QWHUHVWUHFHLYHG¶GRHVQRWVHHPWRKDYHDGLUHFW
relation with the sales. It basically includes incomes other than the main 
source of business and some interest received by clients. Assuming this 
factor, considering the growth percent of this component makes more 
VHQVHUDWKHUWKDQRQO\GHSHQGLQJRQVDOHVIRULW¶VIRUHFDVWLQJ/RRNLQJDW
past two years data, the growth percent of this component ranges about 
13% to 18%. Considering this range of growth percent of this recurring 
component, together with the assumption that all other incomes related to 
IT business, apart from the main business, increases as the IT spend 
increases (as highlighted in the earlier section of IT industry forecasting), 
the average of last 2 years growth percent of the component is assumed 
and considered for forecasting future value of it. 
 Looking into the past income statements and balance sheets, interest paid 
by Cedar is negligible as because the company is basically running only on 
HTXLW\ DQG GRQ¶W KDYH DQ\ ORQJ WHUP OLDELOLW\ during the last 4 years. 
Since, the company paid an interest of 115 GBP in 2009, the future 
interest is assumed to this negligible constant value for the forecasted 
period. 
 Past income statements suggest that the company has claimed tax 
benefits for its business losses for the year 2005, in the subsequent years 
2006 and 2007 whereas the last 2 years (2008, 2009) data suggest that 
the tax rate applied on profit before tax is found to increase. Assuming 
the same government and its tax policies remains the same for the next 5 
years, for simplicity, a constant the tax rate equal to the value of 2009 
that is 5% is considered for the forecasted period. Moreover, it is also 
assumed that the tax charged for the year is paid within the same 
financial years. 
 &RQVLGHULQJ WKH ODVW \HDU¶V GLYLGHQG DQG UHWDLQHG SURILW GDWD &HGDU¶V
dividend rate of 2009 is considered and it is assumed to be 95.07% for 
the forecasted period with 4.93% of retained profit. 
 Looking into the past data, it has been found that the ratio of fixed assets 
to revenue increases every year drastically. Thus, it is sensible to assume 
that the company is operating at almost 100% of its capacity level and 
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any increase in sales will lead to an increase in fixed asset of the 
company. Hence, considering all these factors the ratio of fixed assets to 
revenue of last year i.e. 2009 is assumed and considered for forecasting 
the future value. 
 Last 5 years balance sheet data suggests that the ratio of current assets 
to revenue and current liabilities to revenue are fluctuating at a greater 
range of 35-60% and 25-55% respectively. Thus, for simplicity and 
assuming the last years to be more realisWLF ODVW \HDU¶V UDWLR RI FXUUHQW
assets to revenue and current liabilities to revenue are considered for 
each component respectively. 
 Past 4 years balance sheet suggests that, in contrast to Mukum, Cedar 
does not have any long term liabilities in its balance sheet after 2005. 
Thus, it can be assumed that the company is trying to maintain it long 
term liabilities to zero. Considering this strategy of company, long term 
liability is assumed to be zero for the forecasted period. 
 During forecasting the shareholder fund is calculated by deducting current 
liabilities and long term liabilities from the total asset of the company. 
Thus, the difference in balance sheet formas, if any after projecting all 
other components, is contributed by the shareholders fund .i.e. the 
difference amount is raised though shareholders fund.  
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12.10 Appendix 10: Project Proposal 
Introduction 
After successful business of 17 years, Sierra Atlantic, a successful Oracle Service 
Provider, now looking to expand its business in Europe specially UK. In order to 
achieve quick growth in Europe market, the company is planning to acquire a 
company with good customer database and effective business which can boost 
Sierra Atlantic image and presence. This project focuses on helping Sierra 
Atlantic to identify the right candidate companies for acquisition which can 
leverage their business to new horizon. The project also highlights close analysis 
of financial and non-financial factors of the right candidate companies and finally 
recommends the top 3 suitable candidates for acquisition (Appendix, MOM). 
Project Background 
Sierra Atlantic is the leader in off shoring enterprise applications and outsourced 
product development. They help customers to optimize their investments in 
enterprise business applications ± Enterprise Resource Planning (ERP), Customer 
Relationship Management (CRM), and Supply Chain Management (SCM) in the 
new oracle economy that includes Agile23, PeopleSoft24, BEA25 and Siebel26 
(Sierra Atlantic, 2010) and thus a pure Oracle Service Provider. The range of 
solutions provided by the company is shown in figure 1 with deep focus in 
enterprise applications, business process integration & outsourced product 
development. The company has 1925 employees worldwide and over 200 active 
customers in 20 countries. The target deal sizes of projects are between $0.5 to 
$5 m (Sierra-Atlantic-Confidential, 2010). 
 
                                       
23 Products of Agile, a leading provider of product lifecycle management (PLM) software solutions 
24 Products of PeopleSoft, Inc - Human Resource Management Systems (HRMS) and CRM 
25
 Products of BEA Systems, Inc 
26 Products of Siebel CRM Systems, Inc 
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Figure: Range of Solutions of Sierra Atlantic (Sierra-Atlantic-Confidential, 2010) 
 
6LHUUD$WODQWLF¶VPDLQDUHDVRIIRFXVDUHLQWKHIROORZLQJYHUWLFDOVDVKLJKOLJKWHG
in figure 2.  
 
Figure: Focus Area (Sierra-Atlantic-Confidential, 2010) 
The company has a good hold in software and Gaming vertical and thus they 
want to expand their presence in other verticals especially Banking and Financial 
Services (Sierra-Atlantic-Confidential, 2010). 
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Sierra Atlantic headquartered in Fremont, California has a good presence in 
United States, Asia Pacific and Middle East and with growing presence in Europe. 
Sierra Atlantic is planning to follow an acquisition strategy in order to boost 
growth in the European market place (Sierra-Atlantic-Confidential, 2010). 
Significance of Project 
Currently Sierra Atlantic is active in 5 regions, spanning over more than 8 
countries in Europe. They are as given below (Sierra-Atlantic-Confidential, 
2010)± 
o UK & Ireland 
o Nordics ± Denmark, Norway, Finland & Sweden 
o Benelux ± Belgium, Netherlands & Luxembourg  
o DACH Region - Germany, Austria and Switzerland 
o Southern Europe - France, Spain, Portugal and Italy 
In Europe, Sierra Atlantic has Offices in London, Paris and Lausanne and 
partners in Amsterdam, Oslo and Lausanne, as highlighted in figure 3. As shown 
LQILJXUHFXUUHQWO\DERXWRI6LHUUD$WODQWLF¶VUHYHQXHFRPHVIURP(XURSH
There is a high level of management attention to grow in this market 
inorganically (Sierra-Atlantic-Confidential, 2010). 
 
Figure: Sierra Atlantic in Europe (Sierra-Atlantic-Confidential, 2010) 
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This project will help Sierra Atlantic to identify the potential candidate to be 
acquired based on the strategic analysis and financial evaluation of companies in 
UK in line with Sierra Atlantic business requirements. The acquisition will 
VWUHQJWKHQ WKH FRPSDQ\¶V SUHVHQFHV LQ 8. DQG DGd marquee brands to their 
existing customer portfolio. The acquisition will also help to expand their 
business in Banking and Finance, Life science and manufacturing verticals, which 
is one of the future goals of the company. 
Execution Plan of the project 
The project focuses on deciding potential candidates which can be acquired by 
Sierra Atlantic and expand their business successfully in UK. The project 
basically involves scanning all UK oracle service providers, based on the filter 
criteria as provided by Sierra Atlantic, and shortlisting top 5 suitable candidates 
which can be further considered for financial evaluation based on their financial 
data. Finally other non-financial factors are evaluated to recommend potential 
top 3 candidates for acquisition. 
The project will be executed in 4 stages ± 
o Stage 1 : Filter the companies 
o Stage 2 : Rank the companies 
o Stage 3 : Financial Evaluation of companies 
o Stage 4 : Barriers to acquisition - Non-Financial and Recommendations 
 
Stage 1: 
In this stage a list of 15-20 companies are selected applying on the 
following filter parameters in the given order (Appendix, MOM) as 
provided below to the oracle database of companies ± 
S No Filter Criteria Weight Score  
(1 to 5) 
1 Lowest  
5 Highest 
1 The company should be oracle certified with 
partner membership level of Platinum, Gold 
Specialized, Gold and Silver. 
(This criteria is very important ± as it indicates the 
maturity in their service offerings and usually 
6 Platinum:- 5 
Gold, Gold 
Specialized:- 3 
Silver:- 1 
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depends on client base and delivery capabilities) 
 
2 The oracle partner type of the company should be 
Systems Integrator (SI) or Management 
Consultancy (MC). 
This criteria indicates the alignment with Sierra 
$WODQWLF¶V type (if the partner is outside of these 2 
categories ± ZRXOGGLOXWHWKHFRPSDQ\¶V focus) 
5 SI and MC 
both:- 5 
 
SI:-  3 
MC:- 2 
3 3 -5 years of financial data of the selected 
company should be available to perform further 
financial evaluation of the company, if not then 
reject the company. 
Not considered for 
scoring but considered as 
filter criteria 
4 The selected company should be 5 ± 12 years old. 
Younger companies are more open to acquisition 
and often have evolving cultures (older companies 
have established cultures and processes and may 
make it difficult to integrate) 
7 5 to 7 yr:-  5 
8 yr or 11 yrs:- 
4 
9-10 yrs:- 3 
12 yrs:- 2 
5 The company should be only Oracle Service 
Provider, otherwise reject. 
6LHUUD$WODQWLF¶V focus is only on Oracle services ± 
so most of the offerings should be around Oracle. 
8 Only Oracle 
services:- 5 
 
>=70% of 
revenues from 
Oracle:- 3 
 
>=50 to 70% 
of revenues 
from Oracle:- 1 
 
6 Annual revenue of the selected companies should 
range between $5 ± 8 million. 
10 Revenues >=5 
to <=8 M$:- 5 
Revenues >=3 
to <5 and >8 
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to <=10:- 3 
Revenues >=2 
to <3 and >10 
to 12:- 1 
7 The selected company should be a growing oracle 
service provider with some good customer base 
(should hold some good brand names). 
6 Majority 
(<50%) 
Fortune 500 
customers:- 5 
>=50% 
Fortune 500 
customers:± 3 
>=20% 
Fortune 500 
customers:- 1 
8 Region of Operations ± The operational region of 
the company should mainly be UK. Addition 
operational region in Nordics and Benelux would 
be an added advantage. 
8 UK Main, + 
Nordics+ 
Benelux:± 5 
UK Main + 
either 
Nordics/Benelu
x :± 4 
UK only:± 3 
9 The company should focus either in one of the 
verticals  
a. Banking and Finance 
b. Life Science 
c. Manufacturing 
9 All 3 verticals 
brining 70% + 
business:± 5 
2 verticals 
bringing 70%+ 
business:± 3 
1 vertical 
brining 70%+ 
business:- 1 
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The weight and score for each criterion is provided by the Sierra Atlantic based 
on their business requirements and strategy of acquisition. 
Stage 2:  
In this stage, the selected list of 15 - 20 companies is ranked based on 
the final score of each company which is calculated by summing up the 
product of score of each criteria and its weight. This can be called as 
company score. 
Thus, if the criteria score for first criteria is C1 and its corresponding 
weight is W1 for the first company, then the final Company score for n 
number of criteria is given by ±  
 Final Company Score =  ?  ? ?௡௜ୀଵ    
 
A ranked list of these companies is prepared based on their final company 
score and top 5 companies are selected from this ranked list for the nest 
stage i.e. stage 3. These 5 candidate companies can be called as suitable 
candidates. 
Stage 3: 
The top 5 selected suitable candidates are further evaluated using 
financial evaluation methods based on their financial data. Financial 
evaluation methods e.g. Discounted Cash Flow (DCF) and Methods based 
on multiples and ratios will be followed to evaluate the companies. 
Stage 4: 
Other non-financial matters related to the acquisition of selected top 5 
candidates like cultural factors, IT Strategy alignment will be touched to 
highlight the potential barriers to acquisition, if any. Finally, based on total 
evaluation recommendations are made for the potential top 3 candidates 
which can be acquired by Sierra Atlantic for its business expansion in UK. 
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Project Requirements 
This section identifies various resources requirements for the successful 
execution of the project. The availability of data within the given time constraint 
is the key points for the success of this project. Thus management of time plays 
an important role for the success of this project. It also highlights a literature 
review of the process which will help to understand the current situation of M&A 
together with the points which needs to be taken care.  
Data 
The Main source of data for building the list of companies during stage 1 will 
be the oracle site as given below: 
¨ http://solutions.oracle.com/ 
From this oracle site Oracle certified partners are identified based on the 
parameters as discussed in stage 1. The site will also be used to get some 
initial basic details e.g. number of employees, year of company founded, 
public or private company about the selected companies.  
 
The second database which will be used is OneSource and the URL is given 
below:  
¨ http://express.onesource.com/homepage.aspx 
This database will provide detailed analysis of the company with respect to 
size, annual sales, net income and other related financial data which will help 
to carry out stage 2 and 3 and some part of stage 4. 
 
The third database which will be used during filter stage to get the list of 
fortune 500 companies in order to match the existing customer list of the 
selected company customer, is given below:- 
¨ http://money.cnn.com/magazines/fortune/fortune500/2010/full_list/ 
Apart from these sources, Google search engine will be used for digging any 
missed out or supporting data. 
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From an academic perspective, various books and articles are reviewed 
related to this project focusing on following areas (Appendix-Literature 
Review): 
o Merger and Acquisitions 
o Financial Evaluation 
o Screening/filtering literature 
This review will help us to understand the current literature behind the topic 
and help the project to adopt an effective approach for the successful 
completion of the project is any. 
Time 
An effective project execution plan with clear deadlines for each activities is 
planned as highlighted in the attached excel file.      
 
Project Plan.xlsx
 
Considering the project plan, Stage 1, 2, 3 and 4 together with the 
preparation of project report are the important time consuming task which 
need to be handled and completed carefully within the estimated time for 
effective result of the project. 
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Deliverables of Project 
There are two set of project deliverables ± one to the University and another to 
the client Sierra Atlantic. Table below highlights the key deliverables with 
corresponding deadlines. 
Deliverables to the University 
Serial 
No 
Deliverables Deadline 
1 Project Proposal 21-June-2010 
2 Project Report 10-Sep-2010 
   
 
Deliverables to the Client ± Sierra Atlantic 
Serial 
No 
Deliverables Deadline 
1 Project Proposal 22-June-2010 
2 Project Report 10-Sep-2010 
3 Presentation & Recommendation 10-Sep-2010 
  
Important dates of the Project 
Other important dates of the projects are the meeting dates with the client as 
given below. 
Meeting Meeting dates 
First Meeting 03-June-2010 
Second Meeting 13-July-2010 
Third Meeting 06-Aug-2010 
Final Meeting for presentation 10-Sep-2010 
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